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MILITARY 


GEFENSE AGENCY COMPLETES FY & BUDGET REQUEST 
Ud290933 Toxyo KYODO in English 0820 CMT 29 Aug 83 


[Text}) Tokyo, 29 Aug (KYOU0O)--The Defense Agency Monday completed its request 
for budget appropriations in fiscal 1984 for nation’s defense activities and 
new hardware totaling yen 2,943,700 million (dollar 12,000 million), 

70 6.9 percent [as printed) over the current year. 





The request, subject to hard bargaining with the Finance Ministry before being 
offictally approved, features the improvement of the front-line equipment 
through new deployment of F-15 fighters, P3c patrol planes and other modern 
hardwares. 


The equipment the Defense Agency wants to buy next year also includes an anti- 
chemical warfare and radioactivity vehicle valued at yen 218 million. 


The agency proposes to deploy the new vehicle in the second division of the 
ground self-defense force stationed in the northernmost section of Hokkaido 
facing the Soviet Union. The ground self-defense force already has two similar 
vehicles in Saltama Prefecture. 


To keep the total budgetary request within limits, yet still make the proposed 
purchases of the new equipment possible, agency officials said that they tried 
to cut down as much as possible on the expenditures for logistics support and 

labor expenses, including temporary reduction in severence pay for retirees by 
taking advantage of the extension of the mandatory retirement age. 


In the budgetary request, proposed purchases of front-line equipment represent 
“14.1 percent increase over the current year. But personnel expenditures 
and payments for facility improvement are 21.3 percent less, the official said. 


in response to strong request from the United States, the budgetary proposal 
includes purchases of necessary equi,ment to increase Japan's defense capability 
in offshore sea lanes and territorial airspace. 


The necessary equipment includes 21 F-15 fighters, 11 P-3c patrol planes, 3 
miseile-carrier destroyers, a submarine and a supply ship of the 8,W0-ton class, 
they said. 











The le fense Agenc a we Jer 9 1aS5 zi Jeti iv tne . srcnase vol fne nez? YuAdhbe ££ TU giG 
to-aic missiles which would increase the alr defense capability tremendously, 


O32 21CAOe8 said. 


,; = 


Stucdles wi.sl be continued for the possibie depioyment in the future of the 


Ame ricar~-u4"* “Yatriot” missiles, they said. 


a . ‘ A ; , q 
T increase Japan s defense capabillty against possibl« invas!fon by the ground, 
the officials said that the fiscal 1984 budgetary request inciuse. the purchase 


of 15 Jh-type tanks, 16 self-propelied howitzers anu ive Aii-le anti-tanz 
nelicopters--all to be deployed in Hokkaido. 


The purchases of the equipment to be initiet: co in fiscal 1984 under the request 
will carry over some of the actual paymen’. totuaila ,476,9090 million in and 
after fiscal 1955. The sum is up 25.5 ,ercent over suc payments in the current 
fiscal year. 


The “carfled-over payments” have bec. le major factors to push up the nation’s 
defense payments for tiie past years. 


If the request for « fiscal 19864 defense budget outlay 1s approved as proposed 
Japan's IFeTadad rie — spending is certain to exceed ] percent of its ZTOSS 
Rational product in fiscai 1965. The ratio for the current fiscal year is 


3.9% percent. 


Tne budgetary request also includes payment of yen 16,200 million for the con- 
struction of 246 houses for dependents of U.S. forces members in Japan, for 
patiaces and other facilities--ali in preparation for the U.S.-proposed depiloy- 
ment of F-16 f{igiters at the Misawa base in northeastern Japan. 


The Finance Ministry has already announced a celiling on tiscal 19546 budgetary 
appropriation requests {rom other government ministries and agencies at a lieve! 
LO percent below the current fiscal year. 


The ministry has aiso made it clear that defense spendings are no exception tuo 


. 


. 
this austere budget policy for the coming fiscal year. 
But the Lefenme Agency olticials sald they are ready to mare ail possible 


efforts to nave thelr outlay request approved as a step toward the achievemes 
of the fiscal 1983-1947 defense bulidup plan. 


CSO: 4160/2290 








ECONOMIC 


MUTUAL DEPENDENCE BETWEEN ASEAN, JAPAN ANALYZED 

Tokyo SEKAI KEIZAI GEPPO in Japanese Apr-May 43 pp 10-16, 29-34 
[Article by Kiyoshi Abe: "“ASEAN's Dilemma") 

(Excerpts) introduction 


Founded & August 1967, ASEAN has overcome the view subscribed to by many who 
held it would not last very long due to the clashing interests of the five 
member nations. Along the way it has strengthened its political solidarity 
and realized economic growth. In June 1982, at the 15th ASEAN Poreign Minis- 
ters’ Conference, there was an overwhelming sense of crisis. Faced with a 
protracted world depression the [foreign ministers) came to the realization 
"that ASEAN, as is, would collapse” and emphasized the fact that in order to 
survive “something would have to be done!" ASEAN, which has entered its 15th 
full year of existence, ta being thrown into a certain type of dilemma. 


Exports to the advanced countries, which supported ASEAN's high degree of 
growth during the 1970's, are becoming increasingly more difficult to maintain 
and expansion of the intra-ASVAN marcet, which has become the focus of atten- 
tion instead, ia also facing many problems that are related to nationalisa,. 
ASEAN in in a dilemma in the sense that it faces difficult problems with both 
ite reliance upon external-directed exports and its dependency upon intra- 
area (trade), 


Thie article will examine the dependent relationships external and internal to 

the ASEAN area, focusing particularly upon an elucidation of the mutual depen- 

dence between ASEAN and Japan. Exports, imports, direct investment, technology 
tranefer,official development aesistance [ODA], etc., will be studied as link- 

age variables. 


Problem i: in what way has the increase in mutual dependence through these 
economic cooperation variables contributed to ASEAN's economic growth? 


Problem 2: In what way does thie extra-ASEAN dependence relate to the problem 
of intra-ASEAN cooperation? The background to the main issue here--the so- 
called "ASEAN dilemma"--and the political implications thereof will be revealed 
based upon the responses to these two problems. 








There te 4 fuance In meaning between the term “ASEAN and Janan”™ and “ASEAN 
member nations and japan.” In the former inatance, it is ASEAN as a coalition 
thar | in Jugtaposttion [wilt Japan| while in the latter, each individual meme 
Ler natio je a factor, in geallty, it is the latter which predcduminates: ble 
lateral negotiations are the rule, This articie also treats t . ASEAN- Japan 
relations! * priwipally as one hetween Japan and each country in the ASIAN 


siliance iodividualiy. Secondartiy te the ASEAN-Japan relationship treated 
se one between Japan and ASEAN as 4 whole. 


Cooperation te connected to mutual dependence and m™. 1| dependence ec: omes 
truly @utuel when the countries concerned bear costs equally. Reference will 
aleo be made to what extent thia criterion is fullliled, 


Methodologtcally spearing, [thie article! .nvorzen « stical analyses, but 
does «0 carefully a0 as to not assert that which the duta’s rellability and 
analyale do not justify. Mwever, the vaiue of objective analysis based upon 
ffictal data cannot be tgnored either. 


Michae! B. Soland and Brian 4 Tomlin (1980) conclude that the effect which 
the above-mentioned iinz ' vatlables have upon developing countries is mini- 
mal and that other lumeatic varlables are the important determining factors 

in economic growth, Although the object of their analysis is developing 
counttles in general and not ASPAN In particular, they use 4 statistical 
analyele similiar to that used in thie article, An examination into how appli- 
cable thetr concluston te to the tasue under diacussion here is of interest. 


o 
[. Mutual Dependence Through Trade 


For the ASEAN countrles, trade la an engine for growth. Exports to the mre- 
sete of advanced nations have especially supported ao high cegree of growth 
for the ASEAN community. At the same time, there has been + deepening of the 
mutual dependence between ASEAN and the advanced nations (particularly Japan, 
nited States). Tables | and 27 summarize thin [deepen'ng] process for the 
years 1945, 1970, 1975 and 1980, 


The following item |, 7 and 3 give the algnificance of Table 1, 


\, The TIC (trade tnterdependence coefficient) is on the rise for both Janan 
and America, The increase that ta sharpest, however, is the TIC for ASPAN 
vie-a-vie ASEAN (latra-ASPAN Interdependence coefficient) where the 1980 value 
of O,19% La the highest for the recent |lS-year perfod. Although the category 
fe intca-ASPAN trade, re-exporte through Singapore are included here and, 
therefore, the tigures « annet be at cepted Ab given. Even HO* they are quite 
noteworthy. That ta, the rate of intra-ASEAN trade has been rising since the 
-atter half of the 1970's, Thle ta due to the internal of!) circulation arrange- 
mente and preferential trading system, 





de The TiC's for Japan vie-a-vie each member of ASZAN are, on the whole, un- 
even wut, the flgurea for indonesia are noteworthy. Due to the oll trade, 

that TIC te the higsest among the five member nations (199), and is consistent- 
ly rleing. in concrast to thie ia the TIC for Japan vis-a-vis the Philippines 











Table Pt 


ASPAN'S TIC 


Lp@ mam tye AT Hb MB 


(2M bee har PABA, Bidi7 


(3) ; ‘» 4428, 
Apeayeric (9) 
‘ 


| 2 eae ee 


»* Mp Mie; . 





(4) ras vas Usa 
ms 0 G64 6.163 65655 
ly ; y) 173 5 1” of 4 
py"3 , ass ¢ } 4 Lf iss 
lee > 3198 @O173 6.976 
a . ee 
(6) 8 yet I Cc z 
(L) 9 wtle Mre4 WII BLE ws i)06OUTs 
’ st 07 €-w ° ASEAS "9 
im 6 wl 6.07 » O61 0.146) 0.162 


1) 6 O67 6.633 6665 6.627 6 623 0.100 6.193 


iv} 





609 0623 6.035 0.027 6 629 0.15 6.168 
1m 9 11) 6 88 6.026 6 00S 6 


(7 (ar, ealcoletions booed on IMF, UOT. 


921 9.173 0.16 





TIC between countries (regions) 1 and | = dij © (Mij  Mj1)/(M1 * Mj) 


2. Mi} tndicates imports to j from i and Mi indicates the total imports of 1 
4. 1 = country or region 
6. Year 
5S. Tic tor ASEAN vis-a-vis 4) ASEAN, »b) Japan, andc) United States 
4. TIC for Japan vis-a-vis 4) Indonesta, 6) Malaysia, c) Philippines, 
!) Singapore, e) Thailand, f) ASEAN, 
ga) America 
7. Source 
and Thalland, which has been decreasing for the past 15 years. This fact is 
set against the backdrop of the Philippines’ reliance upon the United States 
and the slump in Thai textile exports to Japan. 
3. The TIC for Japan and the ASEAN community as a whole has been increasing 


the last 5 years but thie reflects the rising TIC for Japan versus Indonesia, 
Malaysia, and Singapore (espectally for the latter part of the 1970's). 


Table 2 includes the following items 4, 


he 


a» 


7 and a. 


4 


The amount of itntra-ASEAN trade does not exceed approximately 20 percent 


(1980) of the total amount of ASEAN trade and although it has begun to rise, 


it ja atill emall 


in comparison to the amount of extra-ASEAN trade. 


The rate 


of intra-ASEAN trade for the Philippines (with its large dependence upon the 
United States) te especially emall, 


5. 


The fact that the percentage of extra-ASEAN trade is so large reflects 


the continuation of traditional vertical trade and intra-multinational trade. 
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Data scomuree! 


amd Singapore in 1965. 


IMF, Direction of Trade. 


(No separate data for Malaysia 


Exports recorded by fob and imports cif) 











t« ’ . . Py : . ; i : ‘ 
Ta~rAsStAs tre e t if pelo owe gi/)9 A LAP j “ 

t che tw e4son memt i ‘ cove. i particular the tri-afea preterentiai 

trace syste he gan mi muary 1976 and, the many riticis HOTWLIEUSLANG LNBs 

prelerential tarif tis are sTrentily applicable t ‘ « t 1,000 inported 

items. 

l< javenese imports trom ASEAN rose (1980) ¢ » percent lapan’s tota! 

imports. shen viewed from the ASEAN side, roughiy one-fourth of all its trade 

i irriec » with Japan. These per entages are relatively very high. Both 

[Tables 1 and 2 give testimony to tne high degree of sutual dependence that 


ex.ets Detween Japan and ASEAN tnrough trade and, naturally, other channels 
Jirect investment, technology transfer, ODA, and other). Technical services, 

ani are attendant to trade in equipment and machinery, contribute to the 

transier of technology and tncrease the mutual dependence in the technologica! 


Me individuaily, the untry with the highest percentage of total exzports go- 
tng to Japan is Indonesia with roughly 5) percent (1980). ~The lowest is Singa- 
pore wit % percent (1989) of tts total exports comprised of Japan-directed 
exports. Indonesia's imports from Japan constitute 31 percent of Indonesia‘’s 


total imports (1980), but the corresponding figure for Singapore did not 


exceec 1.5 ercent. 


Lie Trade and Econonmi Towth 
ie i well-known fact that the ASEAN member nations, like the NIC’s [newly 
trializing countries] of the Far East, have achieved a high level of 


arowt hased upon trade, Two reasons are commonly attributed to ASEAN's high 
degre: f growth. me is the Internal factor (vigorous equipment investment ) 
md the other te the external factor (favorable exports). Both are closely 
related, however. Vigorous equipment investment necessitates the importation 
i! tnvestment goods from advanced countries. Payment for the essential in- 
ports ts met with the foreign currency from exports. The two factors in 
ASEAN’ s hiagh degree of growth can, therefore, be lumped together into one 
fundementa! cause (favorable exports). Equipment investment is furthered by 
firect investments from the advanced nations. 


Expanding export.--the fundamental! cause of ASEAN's growth--is nothing less 
than .losely linked to the marketa of the advanced countries. Some writers 
may term this ° irdination™ but this author calls it “reliance” (or strong- 
ef, “one-way devendency"). Reliance upon the advanced nations through such 


trade ts, to a certain extent, unavoldablc due to the limited nature of each 


ASEAN member's market, the expanasiveness of the advanced nations’ markets, and 
intra-multinational trade. As a result, the ASEA) export structure is taking 
the shape of being incorporated tate the demand structure cf the advanced 

itions. This ta [rontc. Despite the ASEAN goal of being loosely integrated 
with the advanced nations], {t is in fact being united with them. The intra- 
ASFAN relationship is noncomplementary, which is in direct contrast to the 
complementary one ASEAN has with the advanced nations. 
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the advancec nations have been far trom negative; all told they have been quite 
powitive. ‘m this point, many theoretica iryuments have been raised about 
effects upon developme:t. The present writer, however, sees th effects as 
being, in the enc, positive. Jong Wong ('979) also states th.t “the benefits 
f trace as an engine of growth have a tendency to be far more than just the 


backwash effects that are caused by a dependence upon trade.” 


This is a tendency which presupposes the favorablencs« of the advanced nations’ 
markets anc, as will be explained later, it implies cw easily ASEAN can be 
thrown into « dilemm. 


Many studies have given evidence showing *.at trade i an engine of growth. 
This writer also has performed regressicis upon the cade between Asia and 
the principal advanced nations to chec« the Asian GDP (also the per capita 
GDP) and has confirmed this fact. The source-data (1970-1979) is based upon 
well-known UN data. The 29 regressio° equations show that there is a 10 per- 
cent increase in imports {rom Japan and an increase of 6 percent in Asia's 
CDP. The determinating oe fictent for this regression equation is 0.968. 

The imports from Amrica, W. Germany, France, and other advanced countries 
show a similar coeff‘cient, though not as much as Japan's. The various re- 
gression equations, which treat Asia's exports to the advanced nations as 
independent variables, also indicate that exports are a factor which promotes 
growth. The determinating coefficients (for these various regression equa- 
tions! range between 9.94 and 0.98. with U.S.-directed exports being the 
highest. It can be gathered from the regression equations that Asia's GDP 
will rise 6 percent if exports to the U.S. increase by 10 percent. The vari- 
ous regression equations are statistical!y significant and the DW and F also 
reach what should be a satisfactory level. Other extremely interesting re- 
sults are contained within the 20 regression equations, details of which are 
availabie in ay recent article (1982). The Asia discusses there includes the 
NIC’s, India, and other Asian countries in addition to the ASEAN community. 
If [the study] were restricted to just the ASEAN community, the effects of 
the tmport/export [trade| engine upon growth would be even clearer. 


Taking the countries individually, it is known that the growth-effects (which 
increased exports to Japan) upon the Thai and Korean economies have been con- 
siderable. (MITI’s “The Present Situation and Problem Areas of Economic C 
operation” 1989, pp 180-183) When textiles--among the types of exports to 
Japan which are increasing--are compared to other products (primary commodities 
regular machinery), it can be seen that Thailand and Korea have the largest 
increase in [textile] production. 


Iii. Mutual Dependence Through Direct Investment 


The relationship between Japan and ASEAN is very close as far as Japanese 
direct investment is concerned. for the recipient country, usually the follow- 
ina effects of direct investment are manifested: 1. employment is created; 

2. income is increased; 3. defictencites in investment-designated savings are 
supplemented; 4. technology is transferred; and 5. an infrastructure is pro- 
vided. The ASEAN community also, as many examples wili reveal, shares in the 


8 
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et*ects “sve me about for ASLAN. ine tumber of vernments wit’in ASEA. 

rst we “2 it ts evidence ; COP are it NAS AifTeaGcy Yewen Metiti~t. that one 

reasor 4 e favora>.ie « somir growt? | ASEAN is the vigorous investaent 

in equipment but it is a fact that the direct investments made by Japan and 

ithers “ave also taken the voart of publi ssaistance and loans. Virect ine- 

vestrents act in meert with the financia: investcents and loans sace by each 

ASEAN government, whereupon the effects of numbers 2 and ! are displayed: in- 
ae {is | reased and defi lenctes in tnvestrent-destanatec savings are supple- 

mented. :1 thie way, lrect investment ‘esvecitaily merse* companies) often 

fall mcer the heeding of vrivate econonic cooperation. 

direct eet men’ rt mniy affects che recipient ountries but also the in- 

vestor nati in several ways. The following effects can be enumerated: 

%. exports are generated, 7. exports are ‘ost (export substitution effect); 


4. soomerang effect (reverse importation effect); %. Industrial suructure is 


et’s bring these {tems ‘tnto focus and sce how direct investment affects the 
trade re.ationship between Japan and ASFAN. 


%. The effect where exports are generated is large, due especi. ly to the 
shift to the Japanese mode of production. When Japanese enterprises invest 
lirectiy, the capital goods essential to the building of produc_ion facilities, 
is well as the intermediate materials such as spare parts and raw materials 
needed in thetr operation, are provided via exports from Japan. To this ex- 
tent, ‘apanese exports are generated. Table 3 is a regression analysis which 
shows to what extent XH (Japanese exports of heavy industrial and chemical 
sroducte to ASEAN) have been generated. The determinating coefficient for 
ASEAN as a whole is large (9.93) and its regression coefficient (0.6) reveals 

i trend where Japan's ASEAN-dlrected exports worth $600,000 are in correspond- 


* , 


ence wits the $1 stlltion worth of Japanese direct investment into ASEAN. 


he regreaslon eit'ictene that fe largest is Indonesia’s (0.75), followed by 
those of Malaysia and Singapore. For the determining coeificients the order 
esta, Singapore, and Malaysia. Among the three, Indonesia far and 
Away surpasses the others in the amount of direct investment received from 
lapan and fable 2 indicates that this is also true for Indcvesta-Javan trade 
is well, In this way, there {a a mutual complementary reiationship between 
Indonesta and the Japanese economy through Indonesta's exports of ofl to 
Japan, Japanese direct investment, and Indonesia‘s importation of investment 
g00de from Japan. The strong link between direct investment and exports can 
be investigated even further by looking into the motive for direct investment. 
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Figure 1: Trends for Tota! Japanese Direct Investment in Southeast Asia and 
Japanese Lupor:s 


Key: 3. (Electrical appliances) 
1. Amount of foreign investment 4. (Source) MITI white paper, 
2. Amount of imports 1981 edition, p 335 


Table 3. Regression Equations for ASEAN-Aimed Direct Investment by Japan and 
ASEA! .-~Aimed Japanese Exports 
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Key: 

1. Symbol: XHeASEAN-aimed Japanese 7. Regression coefficient 
exports (heavy chemical and in- 8. Indonesia 
dustrial goods) ($10 millions) 9. Malaysia 


2. Term: DI@ASFAN-aimed direct tn=- 10. Philippines 
vestment by Japan ($10 millions) 11. Singapore 


3. Term: 1965-1977 12. Thailand 
4, Regression equation: 13, ASEAN as a whole 
LOG XH © ao + al Log DI 14, * @ significane at 90 percent level 
5. Dependent variable © Log XH ete significant at 97.5 percent 
6. Constant level 
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In recent years the export of Japanese consumer goods ‘.ight industry products) 
are becoming increasingly difficult due to ASZAN's import restriction policies. 
For tnis reason, Japan {is abandoning exports and, instead, is aiming at more 
ynelocation production through direct investment. Tnis type of direct in- 
vestmen=: is for local market production and marxeting and thus is, in this 
sense, 4 substitution fer the loss of exports (consumer goods). When one looxs 
at tne make-up of goods that are exported to each ASEAN member in MITI's white 
paper, it ts clear that there “as been an increase in the component percentazge 
t chemical and heavy industrial products together with a decrease in the com 
ponent percentage of lignt industry products; therefore, direct investment has 


risen recent.iy. 


ir omparison to exports, ASEAN-aimed dilrect investment by Japan is taking on 
adcde. importance when looked at from either the viewpoint of flow or viewpoint 
yf accumulation amount. The percentage of Japan's total for direct investment 
throughout tue world that goes to ASEAN was 20-30 percent (1951-1977). In 
ontrast to this, the similar ratio which appears for ASEAN-directed trade is 
too small. As Table 2 shows, the percentage of Japanese exports (imports) 
nout tne world that is ASEAN-directed (from ASEAN) is no more than about 
) percent [as published; 10 percent!. In this way--even from the standpoint 

t direct investment--there is a high degree of vulnerability in the mutual 
depencency between Japan and ASEAN. 


Direct .nvestment noc only generates exports but also later generates imports 
(4. boomerang effect, also called reverse importation effect). Since Japan 
nas long been importing the types of materials and resources which direct in- 
vestment aims at conserving (mining, wood, paper pulp, agricultural, and fish- 
ing industries), the boomerang effect is small. The potential problem for 
Japan {4 that friction will likely increese with manufacturers who are carry- 
ing out sinilar types of production, When one looks at the trend (for elec- 
trical appliances depicted in Figure 1) also, the correlation between Japan's 
total amount of direct investment in Southeast Asia and its imports is high. 


Thailand CLase-Study 


aith the relative abundance of data on Thailand, it is possible to pursue a 
airly in-cepthr inguiry into the connection between trade, direct investment 
and economic growth. Table 4 compares the role that is played by Japan [in 
the Thai economy, with those of the United States and England. Amongst the 
three advanced nations, Japan surpasses the other two in the amounts of direct 


investment and trade. 


Part (1) of Table 4 reveals that Japan's determinating coefficient is the 
highest and from the regression coefficients, it can be gathered that Japanese 
imports and investments have been a plus for the Thai GDP. The import portion 
of the regression coefficient (9.616) is much greater than the investment 
share (9.125), which implies that the imports to Thailand (supply) are not 
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Table 4. Thalland-Related Kegresston Equations 
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Key: 
1. Symbols: YT © Thai CDP ($10 millions) 
MT © Thai imports (from Japan, United States, England) 
($10 millions) 
DIT = Direct investment to Thatland from Japan, United States, 
England) (10 millions of baht) (ADB) 
yT * per person GDP (Thailand) (dollars) 
2. Term: 1970-1979 
3. (1) Dependent variable = Log YT (Thai GDP) 
4e Constant 
Se Kegression coefficients 
6. Japan 
7. America 
8. Eng land 
9. ({1) Dependent variable © Log yT (that per person GDP) 
10. (111) Dependent variable © Log MT (Thai imports) 
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is a question about the statistical significance Dut the ign degree of corre- 
lation between MT and DIT suggests that the connection between Japanese direct 
investment and Japanese exports is close. The determination coefficient for 


the United States is similarly high but tne minus coefficient tor DIT is note- 
worthy. Taken together with exports, America’s direct investments probabiy 
have a negative effect upon Thailand's growth. 


Among the GDP per capita-related regression equations of section (11), Japan's 
determinating coefficient is again the highest, even higher than in (i). The 
coeffictent for Japan's direct investment (DIT) is minus but, it is not sta- 
tistically significant. The coe.ficient for America’s DIT is minus and, more- 
over, statistically significant. This seemingly implies that the multinational 
American type of investment produces an adverse effect upon Thailand's per per- 
gon GDP. In contrast to the other two countries, England's DIT coefficient is 

a plus but it is not statistically significant. 


In section (111) of Tabie 4, Japan's regression coefficient 1s almost 1. That 
is, Thalland'’s {mports from Japan are increasing at a rate almost identical to 
‘the rate of) direct investment by Japan in Thailand: a typical example of the 
export-generaticon effect which accompantes direct investment. The regression 
and determinating coefficients for America and England compare unfavorably 

with Japan's. 


Sections (i), (11), and (111) objectively show the strong mutual dependent 
relationship that exists between the economies of Japan and Thailand through 
trade and dlrect investment. It is probably not an exaggeration to say that, 
for better or for worse, the Thai economy reveals itself as having been, in 
some reapects, incorporated into the Japanese economic sphere. 


IV. Mutual Dependence Through Technology Transfer 


Technology transfer can generally be divided into indirect and direct transfer. 
Indirect transfer 1s when industrial technology is transmitted to developing 
countries through the mediation of government institutions. There are many 
cases where this takes the form of the Japanese Government--as intermediary-- 
dispatching apecitalists on small and medium enterprises. This is an instance 
f tranemitting industrial tecnnology through government guidance and not 
direct investment. With the transfer of technology by government, the evils 
of the vertical!  supertor to inferior] relationship in administrative struc- 
tures are evident. The indirect transfer of technology is when industrial 
production technology ia tranamitted to developing countries directly, not 
through government mediation, Although direct investment by private industry 
is replete with vartous difficulttles, production technology is being trans- 
planted directly to developlong countries. The technological level in Malay- 
gia, Thatland, Indonesia, and the Philippines has reached a level not very 
different from Japan's--especially in the production technology of manufac- 
tured goods, which has been rwrfected and standardized (e.g. home electrical 
appliances, electronic goods). The more technology is standardized in this 
way, the bigger the profits for the country from where it originated will 
become later. The indirect technology transfer, moreover, offers the tech- 
nological services which accompany the importation of capital goods. 
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through export-orlented Industrilalization but the technology that has sup- 
ported those exports has been transmitted by Japan and other advanced nations. 
The depth of the mutual dependency (hat exists between Japan and ASEAN through 
trade has been witnessed and it Is linved close.iy to the above-mentioned trans- 
fer of standardized technology. [If those small Asian countr'es, who do not 
possess 4 broad base comprised of related industries, push forward with 
export-orlented industrialization, they wiil certainly be under the control! 

of Japanese or American Industry and be entrusted wit! produc for under some 
type of international subcontract. Unavoldably the iil, of course, import 
production technology, raw materials, intermediate winufactured arcicles, and 
capital goods and then assemble and process these for export. Exports to ASEAN 
from Japan have not a few such tiles to techn wy transfer. The various rights 
and wrongs of this are argued, but if ‘sm 1 Astin -- citries] try to gain the 
profits of industrialization quickly an’ realize ecunonic growth through ex- 
ports, one could also say that {t 1s (inevitable as well, Mutual trade, which 
{es tled to technology transfer, has incressed. There are not a few sectors of 
the high-level mutual dependence Set. . Japan and ASEAN that are related to 
the transfer of technoloxy in this way. In addition to possessing the nature 
of an international! sub ‘.act, the mutual dependence is not truly mutua! 
(1.@. a tworway street) but, in all likelfhood, is becoming a one-way street. 


The experiences of the past are being revived with technology transfer from 
Japan. The fadeout format (a process whereby private enterprise, which is in- 
vesting directly, gradually standardizes Japanese business practices and trans- 
mits the technology in an orderly way) is an especially promising method. With 
the transfer of technology, so-called people-making is important and, in this 
regard, the indigenous expectations are not small, 


There ts a big difference between the ways itn which Japan and America transmit 
technology. Prof Kiyosh! KoSima (Kojima, !974) has distinguished Japanese and 
American modes of technological transfer which accompany direct investment. 
The comments below are based upon Kojima's hypothesis and the comments made 
thereupon by Krause et. al. (Krause and Sekiguchi, 1989). 


1. Vital to the transfer of technology is the training of indigenous laborers, 
The contact with native personnel made by Japanese enterprises is intimate so 
they handle the person-to-person transfer of technology more skillfully than 
their U.S. counterparts. Japan is at an advantaye also in teras of culture. 
affinity and geographical proximity. 


2. Japanese-style technology ts labor Intensive and intermediate-grade, which 
suite the needs of Southeast Asta. American-style technology, on the other 
hand, Is capt{tal intensive and high-grade, which 16 not appropriate to indigen- 
ous needs, In contrast to the American companies, which are huge multinational 
concerns that introduce thelr latest high-grade technology, small and medium 
Japanese companies participate by firast Introducing mid-grade technology. In 
the Japanese mode, the gzip between the indigenous technology and their own is 
comparatively small while {n the American mode it 1s relatively large. The 
amaller the technological gap, the easier it becomes to transfer technology. 








$, According to the Feksha Olin [7] Theorem, the developing yuntries of 
ASEAN, etc. have a comparative preponderance of goods which are used inten- 
sively in uncomplicated labor (i.e. mass-produced goods hasecd on stancardized 
technology). Mass production of such goods (e.g. iron and steel, textiles) 
by American companies is rare but, they are Japan's fore. Along with hav- 
ing the merit of increasing income and employment, this also has the demerit 
of creating severe marketing competition at home and abroad, which can easily 
extend to a Japanese overpresence, Subsequently, the advantages of the lavor 
intensive format will be lost together with the rise in wages and the favor- 
ability of the capital intensive forrat will increase. 


4. The Japanese mode of technology transfer is carried out in due order while 
the American mode is not. In the majority of instances with the Japanese 
format, (|tranemission] starts with simple technology that suits the locale and 
then proceeds gradually to high-grade technology. America, however, proceeds 
in the opposite way, wanting to introduce the latest technology abruptly. 

With American companies, precedence {s given to stockholders’ profits and the 
attitude that “whatever realizes profits in iocal selling is O.K." is clearly 
evident. The profit motive ts, of course, central to Japanese companies also 
but, in the matority of cases, they keep in mind the long relationship between 
Japan and the local area and aim at long-term returns. The slow transmission 
of technology ts probably the more traditional Southeast Asian method, which 
calls to mind the “Southeast Asian Way" where Jong Wong evaluates gradualisn. 


To sum up section V, statistical analyses testify to the fact that strengthen- 
ing the mutual dependence between Japan and ASEAN has contributed considerably 
to ASEAN economic growth. In the future also it seems that Japan-ASEAN ties 
dill be strengthened further and it is predicted and hoped that the increase 
in Japanese contributions will be both qualitative and quantitative. 


Vi. Problem Areas in Iintra-ASEAN Cooperation 


Amidst the generally high-cegree of ASEAN-Japan dependence, what about intra- 
ASEAN cooperation? If the prospects for advanced nations-directed exports, 
upon which ASEAN depends, become uncertain, then questions about the area's 
markets and (tntra-area cooperation become spotlighted even more. 


What 14 apparent in listening to the opinions of economists from each of the 
ASEAN members {a their optimtaem regarding the future of area cooperation. 
Conversely, economiata from the advanced nations are pessimistic. Economists 
from Singapore are particularly optimistic. The reasons which are common to 
all the oredictione that closer reglonaliam will be realized can be summarized 
as follows. 


1, The five member nations are undertaking polictes aimed at economic growth. 


2. Due to collective action, ASFAN's strength in external negotiations is 
increasing. 


3}. All the member nations are also seeking economic security. 
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Ge The {ive member nat! 6% afte regarding pisective securityon-gzovernmental 


and military--as necessary. 


9 UWue to the recent slut in the advanced countries, the memrecr nations re- 


garc it a6 essential *o expand the [intra-ASrEAN markets for th ifr exports. 


Althougn some of the above five reasons have been part aliy realized, there 
are still many problems. Many of these problems, whiv-h were pointed out in 
two association reports (1973, 1974), are still unresolved. ine following 
items (a), (b), (c) and (4) summarize the probleme «~ ich pertain to the area 
of intra-ASEAN cooperation. 


(a) Gap Between the Five ASEAN Member Nat is 


In many areas the gap between the ‘ive nember countries is conspicuous, = In 
addition to the differences in culture, language, religion, race, history, 
[land] area, population, tradition, etc., the discrepancies in per capita in- 
come, economic development, etc. are .vo large. Largest in GDP, population, 
and area is indonesia wihi'’e« Singapore is the smallest. In terme of per capite 
income, however, Singzipo:e is the largest while Indonesia's is only one-nin ih 
that of Singapore's (1940). 


Presupposing such large economic gaps as these, common policies would be dif- 
ficult. The largest religious population is Muslim (indonesia, Malaysia, 
Southern Thailand, Mindanao Island in the Philippines); antagonistic to this, 
racially as well as religiously, are the overseas Chinese merchants (Singa- 
pore), which further complicates the differences between the five member 
nations. 


(b>) Lack of Complementariness in Economic Structure 


Except for Singapore, the ASEAN nations do not possess the structure for pro- 
ducing and exporting primary commodities. Singapore's industrialization is 
rapidly advancing and is said to have a relationship that fairly much comple- 
ments the other four countries. The ASEAN community shows signs of comple- 
mentariness in their manufacturing Industries, as Castro saya (1980), it is 
dangerous *o carry thia interpretation too far, Using the crude production 
(figures) for 24 categories of the manufacturing industry [as listed in] ¢t 
UN's Yearbook of Industrial Statistics, the coefficient for the degree of 
similarity in the Industrial structure of seven countries (ASEAN, Korea, 
Japan) was calculated for !7 years (1963-1979). It was made clear there that, 
m the whole, the degree of almflarity between the ASEAN menbers in the com- 
ponent percentages of the manufacturing industries (industrial structures) was 


small. 


Even when looking at the contents of the coeffictent representing the degree 
»f similarity in the tndustrial structures of Singapore and Malaysia, which 
{es relatively high, it is revealed that [the only similarity] is being number 
one in the amount of crude production itn the of! refining industry (after the 
ofl crisis). S.B. Linder's theory on representative demand overlap states 
that the more the structures for “sufficiently large domestic demand" 

(© representative demand) are similar and overlap (= the more the per capita 











Midis thes jen’t applicable to ASEAN, ir industrial] foundatl med ON 
letached territory production | 7] ta narrow, The iow sfailarity coefiictent 
for industrial structures within the developing ASFAN community shows the lacs 
if complementarinesas in the economic structures, Ihe economies of il@, 
which the representative demand [theory]! pre supposes, do not existe in ree 
member itlons of ASFAN, The complementariness between the companies in t! 


scivanced nations and the corresponding compantes in the ASEAN community is 
evident, which can aleo be sald to have Inhibited the progress of intra-ASEAN 


cooperation, 
(c) Low Priority on ASPAN Cooperative Project 


Am fer as thetr own national tnteresats are concerned, the government leaders 

f each rember nation piwh ahead as before with bilatera! arranzements for 
their sost Important bey tnduatries., It would not be an exaggeration to say 
that the profect for cooperative tnduscrialf{zation started to move with the 

Sl billion tn asatatance promised to tt by Prime Miniater Fusxuda. ASEAN agreed 
because they could obtain ald from Japan and would be able to demonstrate their 
mutual solidarity externally through the cooperative project; certainly it was 
not because each country put a high priority upon Itt. The important key indus- 
tries are being ahfelded by each country through a protective tariff, even 
against the area nations. The path toward future Iintra-ASTAN cooperation is 


4a thorny one, 
(d4) Disagreement Over the Int rae-Area Preferential Tariff System 


An intra-area preferential tariff system has been In effect since January 1978. 
Gradually the Liat of preferential items began to expand and in 1982 reached 
4,929. That in iteelf is quite estimable but the items are not, however, 
{tems with much practical effectiveness, The countries advanced in industry, 
such as Singapore, are expanding the liat of preferential items to include 
manufactured gooda and are obtaining profits, while the large country of Indo- 
nesia receives almost none of those profits. In the background of this Intra- 
area preferential syatem where, superficially, the sumber of items is seeming- 
ly on the rise, are the governments of each member nation which, up till now, 
have been disuntted over national Interests, 


VII. ASEAN'sa Dileoana and Japan’a Role 


The various problema related to tntra-ASLAN cooperation are putting ASEAN in 

1 difticult posttton, The export policy which has continued up until now has 
become tenuous due to protecttontam and the aggravation of unemployment in the 
advanced nations. A continuation of ASEAN's growth policy, which is restrict 
to a dependence upon exporta, would seem to be difficult. If ASEAN thinking 
were to shift to the notion that tt would be preferable to seex markets within 
the area and, consequently, were to expand the Iintra-ASEAN markets, the com 
munity would have to confront the above-mentioned problems. Whether ASEAN 
relies upon external-ortented exports of internal-corlented exports, it faces 
large problems in either case. It ie in this sense that ASPAN is caught in a 
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Ar tua, ‘nle Gliemma ia a4i6 reliected tn t« rocesas .te@rTrey 
dependence vetween ASEAN and the advanced nations (par icular Japan) is be- 
lng etrengt ened, The frei,atl matip between ASTAN ar yan, which is based 
m ervporte, imports, direct investment, technology tr..sfer, ODA, etc. is not, 
ss the term suggests, truly mutual je ia being carried on in a mutually deq- 
pendent manner, however, as deacribed above, ( has been a process where the 
omplementarinessa hetween AUPFAN and Japar , been increasing. What hae this 
meant for ASPAN Iteelf? Simply put, it %«. meat there has been a iack 

of (even retreat from) Int ra-ASEAN com ementariness. with the rise in [ASEAN- 
advanced nations’) complementariness, voth ASLAN and the advanced nations have 
realized profite., Indonests ant Javas have both profited. Malaysia and Eng- 
land have both profited. Vrovress in thie wind of bilateral relationship, 
hengever, is linked to a vnasia in multilateral relationships. 


There ia 6 lack of AT LAN etconoelate who Cave the optimiatic view that initial 
measures were aleo i\lee that. As far an the present situation is concerned, 
wever, the link between ASEAN and the advanced nations is structurally sta- 

tlonary. japan ie alr snown as ASEAN’ s ailent partner While pursuing a 

oolicy which alma at loose regional tnterr.tton, {t te tronic that ASEAN is 

extercally “loteyrated™ with actual ORCL tries (especially Japan). It is 


similar * the irony of the Iindustriallzetion in place of imports [strategy |} 


; 


r 


which, far rom reducing iaporte, often Srings an iocrease in imports. 

ASEAN grcwt! is Leen «a lever due to the deepening of bilateral relationships. 
vuch relationships have been traditionally established and no matter how much 
the traditional sarvets fall ftato recesaton or protectionian, there is no 
abrupt ahife in policy). Ihie la because ASEAN and the sdvanced nations have 


s relationahio whicn tle yv sinerably interdependent (1.¢e. the ¢ y pe of relat jon- 
its increase with the expansion of economic dealings, 
md a c@eeaeant lor f hyustinean { avolded because 1{t would deal a fatal blow to 


The recent actions centering on the multdifiber arrangement (MFA) symbolize that 
tlatera felationashlos tare precedence asa ever. The EPC has been negotiating 


faincoe thu atter part of 1942) individually with each of the 25 countries that 
egoort rerwn Cewtiics ge in over jowertng import quotas, (me of those coun- 
tries, Thatland, stgned the MPA Independently (7 July 1962, Brussels)! The 

ther four ASIAN methera thave not yet aligned. Thal authorities, moreover, 

ene the rumor (15 tuly 1982) that they had forsaken team play with the 

ther sernhera a (ot iuded an independent texti le arrangement with the EEC. 
There have hee iratances of negottations between ASEAN as a community and the 


CFC alao but (lateral negottations entangled with national interests still pre- 


dominate. Phi aveave for the complementariness between ASZAN and the advanced 
nations and the conatancy of thetr vulnerable interdependency This is because 
the ASPAN omunity’s ney lating capability {e stil] weak and the EFC uses the 


ASEAN iace of unity to tte own advantage, 


if 








The .aca of int ra-ASEAN complementariness i6 natural with eac!? OUnt ry more or 


-@48 “87>¢ falizing in tre ye ‘ t jon if aris itv 7 Cs anc their *iniste 3} art.@ 
Clea. Aieo they ahould not expect to attain the high degree of horizontal 
trace, *ne type of which exists within tne IL, The type of effects whic’ re- 


gust trom such spec failit{zation! are imited to the abo.stition o st rararea 


tariffs and intra-area preferential trade; the effect whereby trace is created 
lie s4i.¢c to he of 4 wize tnat can De ignored This is unavoidable if the main 


° 
articies of trade area, at the most, light Incustry products. The processing 
if ifgpe industry products and primary commodities is complementary to and 
atructurally linsed to the investment goods (heavy industrial products) o: the 
sdvanced nations. Recentiy <t a conference in Singapore, the president of 
Bana of Bangeok put forth the request for the liberalization of external busi- 
ness in investment goods.” He is proposing that Southeast Asian nations do 
not raise import duties. Why? Because import tariffs on machinery and equip- 
ment rcalee the coste of manufactured goods and weaxen the competitiveness of 
CXDOT’ Ge import tariffs on consumer goods also raise manufacturing costs 
through the demands by labor for wage increases. Considering ASEAN'’s present 
situation, and with an industrialization in place of imports policy, it was 
inevitable that suc a proposal would have been made. 


As before, ASEAN gust rely upon the advanced countries for high-quality indus- 
trial goods. Ysghequality industrial goods are not subject to the intra-area 
orotective tariffs. The proposal made by the Bank of Bangkok's presidenc is 
not a reflection of ASEAN's» ultimate goal (= free trade area), but reflects 


teps for econonal tevelooment. (When making comparisons to the EC, one 
should look upon the fact that ASEAN's ultimate goal is not national unity 
autliously. The centralized power of the ASEAN Central Executive Office is 
iimitced,.) 


it {e not pomslble for ASEAN to sever its relationship with the advanced 
me. To cut of f {te dependence upon the advanced nations’ markets, which 
will taper off, ASEAN must get rid of the various problems obstructing intra- 
afea marze?t expansion. In order to produce manufactured goods that can com- 
yete internationally and realtve economies of scale within the area, ASEAN 
must, 46 the Bank of Bangkok president's proposal states, rely upon the ad- 
vanced nation's manufactured goods, In this way, the dilemna for ASEAN is 
that the strengthening of the external dependency accompanies the strengthen- 
ing of the Iintra-area dependency. To a certain extent it could be said to be 
natura. that ASFA enterprises do not care about their traditional int ra-area 
emall and medium enterprises, so long as they are being incorporated into 
multinational concerns, Between primary commodities, raw materials (ASEAN), 
and heavy {ndustriai and emical goods (advanced nations), there is a close 
technological connection ({nput-output relationship), but while acknowledging 
this, ASFAN's distress exists in the fact that it must somehow discover a way 
to expand the intra-area marcets, 


in general, with econom{: tntegration the effect whereby trade is created 
(welfare gain) 1a accomoanied by the effect whereby trade is diverted (welfare 
reduction). A tariff union and economic unity ais as such as possible at a 
trade creation effect. With this, the industrial structures of the member 
nations are potentially complementary and the more econowies of scale can be 
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in representative ce: and, however, is aiso very nigh. 


Fe. Liszt has pointed out that labor specialization (Aroeltsverteilunz) ust 
be backed by labor cooperation (Arbeitsvereinizgunzg). resent » the tera 


labor operation indicates a rise in compiementary onvrations (even integra- 
tion). The type of complementary trade between ind. .riai procuct*® such 4s 


exiets witnin the EC (@ horizontal! trade) does not exist within ASEAN. With 
the light industrial products that eaploy sizmo'te technology, it is natural 
that there would be a limit to intra-ASFAN usiness conplementariness. 


The effect whereby intra-ASFAN trace |. created is small: basec on certain 
estimates, only $350 million worth of trade will be created. Compared to the 
volume of intra-area trade, this is an insignificant amount (Table 2). 


The fact that ASEAN, whic! ‘ms at area unity, has continued to strengthen its 

external rather ther {ocermal cles is due to reasons from ASEAN’s side and nu: 

mly from the side of he advanced nations. Because the leaders of each ASEAN 

member nation treat the cooperative project lightiy and attain great importance 
to their respective national interests, serious attention has been paid to bi- 

lateral relationships. 


However, the fact that self-criticism about such internal neglect has become 
prevalent during the latter half of the 1970's (especially the late 1970's) is 
welcomed. Members of the ASEAN National Assembly ‘Congress, Diet] are advocat- 
ing a common-marret type of strategy. Also at the 15th ASEAN Foreign Minis- 
ters’ Conference, June 1982, [the ministers] began anew to emphasize regional 
unity and to give serious consideration to intra-area cooperation, which caused 
mly a lot of fanfare. Upon entering the 1980's, the tendency to entrust nego- 
tiating items, which are common to ali the member nations, to the entire ASEAN 
body (and not just a single country) {fs on the rise. Such negotiations as 
ASEAN- Japan, ASEAN-U.S., ASFAN-EC, and ASEAN-Australia continue to increase. 


No less than five jsoirt ALAN industrial projects are now al! in evidence and, 
among them, the Indonestan urea fertilizer project has reached the point ¢ 
plant construction began in March 1982. In the way of mutual cooperation in 
the area of industrial trade, four big plans have alreacy been started; and, 
as for cooperation in the area of mutual security, three biz vlans have gone 
in effect. 


Cooperation between the ASEAN members has begun, despite the above-mentioned 
problem with the primacy of national profit. This is not just superficial; 

it is hoped that [these plans) will materialize and not just end with much 
fanfare. Every country has its own strategy for beginning domestic production 
but it is also essential that further priority be given to the operations which 
are common to all five members. On this point as well, the local econonists 
are optimistic and, there seems to have been some areas of substantial improve- 
ment in intra-area competitiveness at the governmental and private levels. 
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ASEAN is in a dilemma but, it is imperative that it strengthen even sore 
intra-area dependency as it has existed up til! 
which is in harmony with ASEAN's pursuit of this, is also sought. ASEAN's 


future ts promising in the following (1-6) areas.” 


THIW « la®> me se cooperation, 


l. Natural resources are abundant. 


se Exports from resource-processing industries are, to a certain extent, 
expectec. 


i. Population will reach 250 aillion people and the levels of education and 
living (except for agricultural villages) are gradually rising. 


4. The outlook for fund procurement is certain, loans from international 
markets are favorable, and the Asian dollar market continues to expand as 
well. 


5. Government solidarity is strong. 
6. Mutual military cooperation is progressing. 


Based on these six reasons, it is predicted that ASEAN‘'s potential growth 
capacity wtll surpass that of other regions. Due to strong investment demand 
and expanding intra-area trade, support for growth at the demand level will be 
obtainable. Japanese cooperation would also move in this direction. 


lanan’s Role 


At the 15th Foreign Ministers’ Conference (June 1982), the ASEAN members sub- 
mitted an “industrial redistribution” proposal to the advanced nations. This 
is a plan whereby ASEAN attempts to take over certain industries where the 
advanced nations are losing their competitiveness (e.g. wood industry) and 
place them locally. It is:a plan which conforms to the so-called product cy- 
cle and something with which Japan is familiar as well. As already mentioned, 
there have been examples where hitherto weak Japanese industries also (labor 
intensive industries) have been transferred. Japan has only to cooperate with- 
in the framework of intra-ASEAN collaboration when cooperating in this [move- 
ment). 


ASEAN started tts “desatgn for industrial complementariness” in October 1980. 
This {s a plan whereby each member nation divides labor and strives for profits 
from scale [economies of scale! »ased upon their mutual specialization in pro- 
duction. in the automotive sector, a production plan was decided upon in 
October 1980, but even where one automotive spare part is concerned, there is 

a worry as to whether {t can be produced without the help of the multinationals. 
Japan should also probably carry out industrial redistribution (transfer of com 
paratively weak industries) in a way which suits the “design for industrial 
complimentariness” and in a way which does not promote excessive competition 

or surplus production within the area. Japan should give counsel as an elder 
friend. 
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the 19490°%s,” the reason being that “large-scaie projects will contribute to 
the development of develoning countries through the transference of resources, 
technology, and business -now-how and the increase of employme.t; moreover, 
we Seer ,iOm@mte pluralist i« interchange between our count anc the partner 
nation and expect that friendly relations will be furthered.” 

This does not necessarily sean multilateral cooperation. When .!)..nking about 
the limitations of each member nation's market, the TI policy will probably 


be fully realized when [Japan) gives attention to the intra-ASEAN markets. 
Such cooperation would most likely benefit bot! Japan and ASEAN, 


Once again iet’s consider in genera! the ng-t ert. of Japan in the Asian 
area. Cooperation by Japan in fosterir« intra-ASEAN markets is not unrelated 
to its contributions to the entire Asian area's long-term industrial redistri- 
bution. It is related to the long-term coordination of all of Asia, including 
the NIC*’s, Japan, etc. Such a gran: .sign is seemingly divorced from reality; 
however, it is desira le ‘ro- the standpoint of nipping future friction in the 
bud. Australia's economi_ scholars have recently stated that Japan should tthe 
a leadership role 1. the Asian area.’ Ome of the things that Japan could 
endeavor to do as a icader would probably be to coordinate the adjustments 

of the dynamic industries in the Asian, Far East theater. The ASEAN economists 
are indifferent to such a grand design, but, if harmony 10 or 20 years hence 

is to be considered, then they cannot afford to be so. As mentioned above, the 
role that its destred for Japan today is cooperation in expanding the intra- 
ASEAN marzets. SBroader intra-ASEAN markets have the advantage of replacing the 
narrow domestic marxet of each individual country and can compensate for depres- 
sions in the advanced nations’ export market. If Japanese cooperation is sought 
in the ASEAN collaborative project, Japan should cooperate energetically. The 
Japanese government should probably cooperate in such a way as to try to allo- 
ate appropriate direct investment to the individual countries. A general 
leadership which expands the industrial foundation and promotes the technologi- 
cal relationships betweer countries so that they will become even closer is 


sought. 


4 more acute problem for Japan is the responsibility it has to increase its 
imports of ASEAN manufactured goods, which would profit both Japan and ASE". 
Rival Janoanese companies would suffer, but could withstand the temporary has.- 
ship. [It has been pointed out, furthermore, that “even the semi-advanced 
nations’ catching up to Japan has been a factor in the expansion of the 
Japanese economy."* The importation of cheap consumer goods is a plus for 
the Japanese consumer. 


An improvement in ASFAN's capacity to import would most likely increase the 
possibility of Japanese ASEAN-aimed exports expanding, which [is a plus) for 
Japanese manufacturers as well. For the ASEAN side also, an expansion in its 
scope of exports could result in scale merit. Hovrever, when doing this, rather 
than each ASFAN member individually exporting manufactured articles to Japan 

in a haphazard manner, it ia preferable that ASEAN coordinate as a group (i.e. 
while promoting int ra-ASEAN cooperation). In order to do this, it is necessary 
that the individual ASEAN leaders have an attitude which values intra-ASEAN 








erat i woe yeti 4 muss it 34° not © *a t - af treir ata ; . interest. 
bove a11 elise, it is cesired that care de taser %&y the government and private 


sector of Japan to assist intra-ASEAN growth. Until now, most of Japan’s cco- 


~ 


nomi operation (trade, investment, technology, ald) has been tied [as pub- 
lished; 4s me with strings attached!. it is essent‘si that, from now on, 
it me without strings (untied) and that lonz term mutual profit be sought. 
f course, Japan must a.s0o consider the other develcping countries--such 4s 


the NIC’s--and wil] not be able to satisfy all of ASEAN's requests. If an 
irder of priority were drawn up, responding to its request for support in exe 
panding the intra-area marvets and intra-area cooperation would be top prior- 
ity. This would lessen ASJEAN's vulnerability and, in the true meaning of 
Mutual cependency, perhaps come close to an ASEAN-Japan relationship that is 
actually mutually dependent. 


Vil. ‘ " lusion. 


ASEAN, whl has entered its !]5th full year, is falling into a dilemma. Ex- 
ports to the advanced nations as they have continued until now are becoming 
increasingly more difficult. Instead, attention is being focused on the 
intra-area marvets. This drive toward intra-ASEAN cooperation, however, is 
fraught with many problems. Whether it be an externallvy-directed dependency 
upon exports of an internally-orlented reliance upon the region--whichever way 
it turns--ASEAN confronts two large hurdles (a diiemma). 


This dilemma is also the product of the strengthening of the autual dependency 
between ASEAN and the advanced nations (Japan etc.). The various statistical 
inalyses based upon the data in the tables demonstrates that sutual dependency 
between Japan and ASEAN through exports, imports, direct investment, the trans- 
fer of technology, ODA, etc., is in a fixed position. Both ASEAN and Japan 
have profited tn these areas (although not necessarily equally). The contri- 
butions that these make to ASEAN's growth are considerable and argues against 
Doland and Tomlin’s views to the contrary. The right level correlative analy- 
ses collectively corroborate the contributions which have been sade by exports, 
together with imports and direct investment, to ASEAN growth. The ASEAN-Japan 
relationship today is one of vulerable interdependence. The same can be said 
ibout the (relationships) between ASEAN and the other advanced nations. It 

is ironic that ASEAN, which aims at a loose sort of regional integration, has 
seen incorporated into actual OECD countries (particularly Japan). Intra- 
ASEAN economtc cooperation has been only a lot of fanfare and has not really 
materialized. it is not possible for ASEAN to sever the link between the ad- 
vanced countries and itself. In order to increase its international competi- 
tiveness in manufactured goods, the reliance upon advanced nations’ technol- 
ay ie vital. This kind of mutual dependency between ASEAN and the advanced 
nations reflects a lack of intra-ASEAN complementariness in the areas cf supply 
and demand. ASEAN faces the dilemmas (a two-fold hardship) of improving the 
lack of intra-area complementariness and correcting its export dependency. 


The direction in which ASEAN should progress, however, is settled. It can 
be said that ASEAN does have some difficuit problems, but the only way is for 
it to improve tts level of Iintra-area cooperation. The respective government 
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leaders should perhaps pay more attention tu expanding the int ra-area 
The tnetra-arca preferential trade agreement should perhaps be strategically 
enlargea to incluce important manufactured zoods. The fact that tere lias 
been a growing interest in such actions since the end of the 1979's should be 


welcomed. 


Japan also shovid perhaps cooperate economically under its policy of support- 
ing the ASEAN drive toward intra-area cooperation. [Pilatera’] business 
between countries, which has taken advantage of ASEAN disunity, ias been pre- 
dominant until now. Henceforth, however, the advanc: . countries shou!lc per- 
haps be more discreet and negotiate with the entire community as a whole (which 
may be inevitable). The relationship between ASEAN and the advanced nations is 
not necessarily one of equal partnership. I. is desired that both sides (par- 
ticulariy on the side of the advanced nat.ons) enc: ¢ to make the pri sent 
dependent relationship truly mutual. Japan should perhaps cooperate economic- 
ally with ASEAN through {mports (= expand its importation of manufactured 
goods), but {it is also preferable that it be done while establishing arrange- 
ments with the entire ASEAN community (i.e. multilaterally). 


The long-term necessity is for industrial coordination in the Asian area (AC San, 
NIC's, Japan, othe. developiong countries) (also the Far East economic sphere) 
and, in this regard, Japan should perhaps energetically play the role of co- 
ypdinator. ASEAN's reaction to such an {dea is rather weak but it is vital if 
future friction is to be nipped in the bud. It is desirable that ASEAN's drive 
toward intra-area cooperation also be incorporated into the long-term industrial 
coordination of all Asia. I wonder if it is allright to dismiss this laughing- 
ly as being just an idealistic proposal? 


ASEAN, it may be satd, faces a dilemma but it may not seem that way to other 
countries that are even later in development. It has many urgent problems 

with regard to exports and intra-area cooperation but, as many of the forecasts 
indicate, its potential growth capacity is by no means low in comparison to 
other regions. It {ts hoped that Japan, as a neighboring country, will co- 
operate in intra-ASEAN growth, make good use of its potential capacity, and 
continue to be active in the Astan region as coordinator (1 August 1982). 
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ECONOMIC 


ADMINISTRATIVE REFORMS, ECONOMIC POLICY ANALYZED 


Tokyo ESP in Japanese Jun-Jul 483 


[Article by Shinpeit Nukaya: “Report on the Second Ad Hoc Council on Adminis- 
trative Reforms” | 


{Jun 83, pp 83-89) 
(Text) Introductory Remarks 


On 14 March 1983, the Ad Hoc Council on Administrative Reforms submitted the 
Fifth Series of Recommendations on Administrative Reforms (the so-called 
"Final Recommendations”) to the prime minister, ending its 2 years’ activity. 
During those 2 years political, financial, government, press and labor circles, 
and all other strata of the nation, were involved in staging a great drama on 
administrative reforms. Thus, not a single day passed without the newspapers 
publishing reports on administrative reforms. Further, every day the news- 
papers reported anything at all related to the Ad Hoc Council. Especially for 
several months following the inauguration of the Ad Hoc Council, the so-called 
administrative reform fever raged and administrative reforms were considered 
of the utmost value. The entire nation was painted with the one color of 
administrative reforms. Even a sarcastic parody, "Everybody make way, make 
way, for the Ad Hoc Council to pass," was heard. 


However, from 10 July 1981, when, in the course of formulation of the budget 
for fiscal year 1942, the first series of “emergency recommendations” focused 
on budget cut policies were submitted, the situation began to subtly change. 
There was criticism from some quarters to the effect that the Ad Hoc Council 
was suspected of having a goal of “discarding welfare and enforcing administra- 
tive reforms to bring about military expansion” as major financial circles had 
advocated. Also as the economic recession continued and large deficits in tax 
revenue were disclosed, some of those who had been cool to administrative re- 
form began to ask critically whether or not “financial reconstruction without 
tax increase” as advocated by the Ad Hoc Council is possible and to say that 
"with a retrenchment, the philosophy of endurance alone might kill the economy.’ 
As the third series of recommendations by the Ad Hoc Council were announced, 
even those who had supported administrativ: reforms voiced the opinion that 

the “recommendations lacked concreteness, and were not sufficiently penetrat- 
ing,” or “recommendations represented retrogression due to pressure and resis- 
tance from political and government circles.” 
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Thus, reviewing the progress of the Ad Hoc Counci!] over the 2 years we get the 
strong impressaton that It set out with a favorable wind but finally reached 
{te destination with diffilculty after encountering side and head winds. How 
do we assgess the results of the activity o. the Doko Ad Hoc Council] over these 
past 2 years? There has been much constructive criticism, but some other 
criticism is bared on misunderstanding and distortion, 


Also, in the Ad Hoc Council's recent deliberations, there was severe criticism 
of the manner in which overall coordination of actua! policies was carried out, 
and of the method of making economic forecasts and »' management of the econo- 
my, including economic planning. Economic policies and matters connected with 
the Economic Planning Agency were also discussed at great length. 


As I have been in charge of formulating standards ‘oc- administrative reforms 
and important administrative policies in the counc.. secretariat and have ob- 
served the activity of the Ad Hoc Council from the inside, I would like to 
describe the council's activity, giving as many facts as possible so as to 
assist in the correct understanding «f tne recommendations. 


To begin with, since I im .ily a member of the secretariat, I am not in a 
position to speak for ihe Ad Hoc Council. I would like to stress that what 
I am describing below {# strictly a personal memorandum. 


1. What Are the Characteristics of the Doko Ad Hoc Council? 


About 20 years ago (from November 196! to September 1964) there was an Ad 

Hoc Council on Administrative Reform on a scale similar to this recent one. 

It was called the First Ad Hoc Council] and to distinguish it from that one, 
the recent Ad Hoc Council! is called the Second Ad Hoc Council. Tne recom 
mendations of the Second Ad Hoc Council and the processes leading to them show 
certain characteristics when compared to those of the first council. 


These characteristics are the major points that should be stressed in high- 
lighting the results of the Doko Ad Hoc Council, But for the critics, these 
characteristics are indeed what they criticize. Thus there are two sides to 
the coin. 


Let us first see why the Second Ad Hoc Council] has been called the Doko Ad 
Hoc Council. 


Powerful Leadership of Chairman Doko 


First of all, I must mention the powerful leadership of Chairman Doko, Espe- 
clally as regards the basic rule of the recent administrative reforms, "finan- 
cial reconstruction without tax increase," Chairman Doko has exercised strong 
leadership at each turn. Responding to changes in the economic and financial 
aituation, the thinking on “financial reconstruction without tax increase" 

has constantly been the object of mator discussion in the Ad Hoc Council's 
deliberations over these past 2 years. It has also been a major topic of 
concern in the mass media, 
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Throug” the zer elling tormula in the (tiecal 1962 budyet anc the minus celle 
ing formula in the fiwecal 1943 budget, the scale of expenditures has somehow 
been rapidly reduced. This has probably been possible because the basic poli- 
cy of “financla 

implemented. T 
has been carried out and a beginning made in controlling the scaie of expen- 
diture is, many say, indeed the greatest result of the recent administrative 
reforms. 


l reconstruction without tax increase” nas been consistently 


he fact that “financial reconstruction without taz increase” 


On the other hand, this face itself has been the object of major criticism. 
Major criticisms are: "Chairman “oko has been deified, and the slozan moves 
by itself without penetrating discussions on the meaning of ‘financial recon- 


‘ 


struction without tax increase’ and its feasibility. 


"If the Ad Hoc Counci{!] has reinforced the people's impression that ‘tax in- 
crease is evil,’ when the time comes to demand that the people's taxes be 
lacreasec, their understanding of an increased tax burden, difficult as it is 
now, may be more difficult. 


"The baaic policy of ‘financial reconstruction without tax increase’ is admir- 
able, but concrete policies making it possible to guarantee its realization 
are lac«ing, and it seems that the general theory has nothing to do with any 
specific policy. 


"As she council {46 excessively obsessed with ‘financial! reconstruction without 
tax increase,’ it nas probably engaged rampantly in trivial budgetary tech- 
niques, rather delaying basic reforms.” 


Stepping Into Policy Problems 


The second characteristic is that the Ad Hoc Council has even stepped into the 
standard mator policy fields including agriculture, social security and educa- 
tion. In the past the central tasks of administrative reforms have been the 
merging and dissolution of mintetries and agencies, their reorganization, keep- 
ing a limit on the number of public employees, and adjusting licensing and 
approval. 


However, in the recent administrative reforms, as the reforms were prompted by 
the unprecedented financial crisis, the principal task was to review the scope 
of administrative responstbilities, that is, what should and ought to be done 
in the future io terms of government service to the people. In other words, 

if the adminiaetration which had grown bloated in a period of high economic 
growth was left untouched and in the future was to respond as expected to 

ever increasing sdministrative demands, it was anticipated that there would 

be no limite to the increase in the people's burden. And there developed a 
areat need to loox again at the role to be played by government from a new 
viewpoint, and thus to hold the burden of the people at an appropriate level. 


The review of the scope of administrative responsibilities was naturally in- 
separable from the review of atandard policies. iherefore, standard policies 
on agriculture, social security and education which take up a large part of 
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financia! expenditure a: ure in the gray zone a8 to whether they belong in 
the pudlic realm naturally becane the onbtects of the review. 

indeed, in a practical sense, the review of the scope of government responsi- 
bilities and the inclusion of policy problems constitute the greatest charac- 
terisri fF the recent administrative reforms. The recent ac sinistrative 
reforms nave been very successful in that they have clarified the fact that 
there are two sides, benefit receiving and tax obligation, when government 
services are offered and in that the people have been given a: imvetus to 
think again about standard government services like > usions, medical treat- 
ment, free textbooks, school lunches and the lize. 


However, stepping into policy problems on toe other hand evokes strong criti- 
cism and repulsion. 


If as in the past administrative reforms called for the simplification of ad- 
ministrative structures, anc for holding dows the number of public employees, 
only those involved in administration would be interteste4, and the people 
would give 100 percent s..9port. But when policy prsolems are involved, it is 
up to the people whether t'.y consider agriculture, social security or nations. 
defense to be vital. The more they get into concrete problems, the more their 
opinions are divided. Therefore, it would be unreasonable from the beginning 
to export the formuiation of proposals which would win 100 percent support from 
the people. 


This forms the background of the criticism that “the purpose of the administra- 
tive reforms was to discard welfare and vastly increase defense expenditures," 

and of the extreme criticism that “since the Ad Hoc Council is not a modern 

day privy council], {it should not involve itself in policy problems which are 

to be decided by the Diet...." Furthermore, criticism has it that "the Ad Hoc 

Council does not penetrate deep enough and does not go into specifics,” but in 

such individual problems as social security and education recommends "adminis- 

trative reforms to discard welfare.” Such conflicting criticiem may be said 

to be caused by differences in value judgment in regard to policy problems. 


Importance Attached to Feasibility 


The important consideration given to feasibility in terms of a basis for formu- 
lating recommendations can be cited as the third characteristic. 


The council reflected upon the fact that although proposals for basic reform, 
termed as a "bible for administrative reforms,” were made by the First Ad Hoc 
council] 29 vears ago, the progress in their implementation was not necessari- 
ly satisfactory. Consequently, {t tried more than anything else to make recom 
mendations which could Iimmecdtately be put into practice. Therefore the leader- 
ship in each division and the secretariat meticulously coordinated with 
concerned ministries and agencies so a8 to mare the important parts of the 
recommendations feasible. 


Giving important consideration to feasibility does not mean even the slightest 
lessening of the value of the recommendations. “No matter how fine recommenda- 
tions may be, they are not worth anything if they are not put into practice. 
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If che recent recommendations made in terms of feastbility but ceeping in mind 
as guch a8 possible the long-term ideal pilcture of government in be reailzed 
completely, it is clear that in a matter of a few years the shape of govern- 


ment in Japan will be Improved beyond recognition, 


However, it could not be avoided that the importance piaced on feasibility 
would become the object of major critician. 


Some of these criticisms were: “As they coordinated with the government 
party and concerned ministries and agencies, they consequently compronised 
with reality, and went back and back." “As they negotiated with the insti- 
tutions to be reformed, sweeping reform proposals could not be expected from 
the outset, and they clearly were not thorough enough.” 


Submission of Occastonal Re: ommendations 


The fourth characteristic ta that in its conduct the Ad Hoc Council, instead 

of submitting final and conclusive recommend itions at the end of its tenure, 

adopted the procedure of submitting occ aater-] recommendations each time that 
problems were resolved, This was also a part of its atrategy to continuously 
offer the people topics for diacusaton on admintaetrative reforms and sustain 

their enthustasm for promoting adminitatrative reforms. 


For this reason, tn July 1941 the Ad Hoc Counci!] submitted its first series of 
recommendations as the emergency proposals centering on the budget cuts In the 
formulation of the budget for fiscal 1982. In February 1942 it submitted the 
second series of recommendations as proposals for simplifying licensing and 
approval procedures which are closely related to the lives of the people. In 
July 1942 the Ad Hoc Counci! submitted the third serles of recommendations as 
the basic proposals encompassing the major topics of the recent administrative 
reforms. in Feoruary 1983 the Ad Hoc Counci!] submitted the fourth series of 
recommendations on a system to promote administrative reforms after the disso- 
lution of the Ad Hoc Counct!. In March 1983 the Ad Hoc Council submitted the 
fifth series of recommendations as its final concluding proposals. 


Such a method of management has been the major reason that the wavering support 
of the people for the Ad Hoc Council has been sustained amid the movement that 
tends to support general theory but refute individual theortes, and that the 
adminiatrative reforms have been completed as a national project. 


It fe alwo a tact that critictems were also volced against such management: 
"As the Ad Hoc Council] has overly pursued occasional topics, it has not ade- 
quately discussed the basic theory." The Ad Hoc Council has moved too fast in 
response to requests from the government, and {t has been used politically." 


The foregoing four points are considered to be the major characteristics of the 
Doko Ad Hoc Council and an outline of the criticiem against them. It is a fact 
that some of the critictam ta convincing. The ultimate assessment of the Doko 
Ad Hoc Counci!] must await judgment by readers and historical evaluation. But 
it ian the greatest success that the Ad Hoc Council has strongly reinforced the 
people's recognition of the importance of administrative reforms and firmly 
established the strong trend for reforms. 
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In the ; yae PALNZ wit rr "er rit) i Sth if ili, j would lize te e#yamine 
individual. y the major contents of the recommendations by the Ad Hoc Council 


and hoe they vertain to economic polliciles. 
Ee Ie Financial Veconstruction without Taz Increase Feasible. 


"Financial reconstruction without tan increase” has been the basic policy of 
the Doko Ad Hoc Counci!. An the financial situation in Japa: has hardly im- 
proved during the 2 years since the inauguration of te Ad Hoc Council but 
has rather tended to deteriorate; throughout that t!2 the meaning and feasi- 
biliecy of this theme tave been heatedly debated smong the Ad Hoc Council and 
its related divisions. 


Relationship Between Adminiatrative Kefo.as and F! lal Reconstruction 


From the beginning the Ad Hor Councl! did sot perceive administrative reforms 
to be «a meane of financial reconstruction, Nor did it consider financial re- 
conetruction ttweelf as an abeolute goal. 


Am atated tn the recommendations of the Ad Hoc Counct!], the goal of adminis 
trative reforms iiew on “conducting a broad review of overall structures, in- 
atitutions and volictes throughout the nation and locality under the changing 
circumstances at hom and abroad, in clarifying the ideal shape of government 
In the future from a medium and long-range perspective and, at the same time, 
in realizing that Ideal,” “Financial construction without tax increase" acts 
ae leverage for promoting such administrative reforms. That is to say, the 
Ad Hoc Council felt that ae long as the government wanted to promote financial 
reconetruction through budgetary cute, without new sources of revenue and with- 
oul fesorting to a tax tnereane, it would inevitably review existing systems 
and polictes, and this would include full-scale promotion of administrative 
reforms. As a matter of fact, for the 2 consecutive years of 1982 and 1983 
under the zero celling Sudget, the followup and ration. tzation of expendi- 
tures within the framewor’y of the extating system almost reached the limits, 
and all mintatries and agencies moved to conduct a fundamental review of sys- 
tema and policies, Thia attests to the effectiveness of the leverages called 
"financial reconatruction without tax increase.” 


However, in view of the fact that there was deterioration in the relation ‘» 
between revenues and expenditures, the path that the basic policy known as 
"financtil reconstruction without tax increase” has traversed has not been 
amooth. Thus at each ataye of emergency recommendations, of basic recommenda- 
tions and of final recommendations argument was developed in response to the 
aituation at the time, 


At the atage of the emergency recommendations, because an adjustment of 
appromimately 280 billiton yen was anticipated in the fiscal 1942 budget in 
the medium-range financial prospects announced by the Miniatry of Finance 
hefore the tnauguration of the Ad Hoc Council, finalizing policies for that 
much of a reduction in expenditures became a task, That is, if expenditures 
could be cut by a total of 780 billion yen, it would be possible to formulate 
the fiacal 19842 budget while reducing the public loan in order to escape from 
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dependency on a special public loan for fiscal 1984, and prospects for finan- 

fai reconstruction were expected to vecome obrighter. Thus, at this point in 
time, the Ad Hoc Counci!] took it tco much for granted that financial recon- 
struction would be possible with ar expenditure cut of 280 billion yen and 
with that te wherewithal for fullescale administrative reforms woulc increase. 
Accordingly, tre Ad Hoc Council did not conduct serious discussions on the 
meaning and feasibility of “financial reconstruction without tax increase.” 
To put it another way, so far as the Ad Hoc Council was concerned, adninis- 
trative reforms and financia! reconstruction were compatible, and this was 
popularly «nown as the honeymoon period between the Ad Hoc Council and the 
Mintetry of Finance. 


However, a8 we entered 1942, at the stage of concluding the basic recommenda- 
fons, the situation suddenly changed, for it became inevitable in the fiscal 
year 19%1 budget that large deficits in tax revenue would materialize and this 
would result in a further shortage of tax revenue in fiscal 1982. Therefore, 
many experts pointed out that the government goal of escaping from dependency 
on the specia, public loan for the fiscal year 1984 would become difficult to 

achieve. 


Given thie situation, when, during its 2-year tenure, the council came to the 
stage of formulating basic recommendatiors, most serious discussions on the 
meaning of “without tax increase," “financial! reconstruction” and the feasibil- 
ity of “financial reconstruction without tax increase” were held. 


However, although the various discussions toox twists and turns, the amount 

of tax revenue deficit for fiscal 1981 was not ascertained, its impact on tax 
revenue for the filecal year 19842 was not clear, nor did the government change 
for its» public pledge to free itself from the dependency on the special public 
loan for tne flecal year 1984, For these reasons, it was proposed in the 
hasic recommendations that “escaping from dependency on the special public 
loan was an urgent tasc,a@d the basic policy of ‘financial reconstruction 
without tax increase’ should be held to unflinchingly.” 


Behind such proposals in spite of the fact that prospects for financial recon- 
atruction were unclear was the judgment that the Ad Hoc Council was a team 
charged with the project of formulating proposals for budgetary cuts and admin- 
ietrative reforms without being swayed py current circumstances and that the 
government iteelf ought to take responsibility for financial reconstruction 
after tazring various conditions into consideration, 


At the stage o! formulating the final recommendations, tax revenue deficits 
gounting to 399 billion ven for fiscal 1981 and to as much as 690 billion yen 
for flecal 1942 were confirmed, and the difficulty of escaping from dependency 
on the apecital public loan for ffacal 19446 became evident to everyone. How- 
ever, since the meaning of “financial reconstruction without tax increase" was 
Already ciarified in the basic recommendations, efforts at this stage were 
concentrated on clarifying the relationship between administrative reforms 

and financial reconstruction, especially the place of “financial reconstruc- 
tion without tax increase” as leverage for promoting full-scale administrative 
reforms. 
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The center o! the discusston at this stage was rather the voroble: : revetius 
anc (an systems. in the standstill in tax revenues, trends towar 3 steady 
agrowt!, in income tax withholding and a decline in reported income tax and 

rporate tax atood out. This kiad of situation was an aberration caused 
partially by the face that the level of minimum taxable incom had been fixed 
for a tone pericd of time. The focus of the discussion was on the problen of 
securing fatrness in taxes and income tax cuts, and on the problem of how to 
deal with the direct-indirect ratio in the tax system. However, as for the 
Ad Hoc Council, it passed up making new proposals because if .* ‘ealt with the 
tax problems in connection with the revenue probler it might cause the sis- 
understanding that it approved a tax increase. 


The Meaning of Financia! Reconstruction Wit’ .ut Tax Increase 


How does the Ad Hoc Council perceive the maninz of “financial reconstruction 
without tax increase” which has passed through such stages of discussion? 


In the basic recommendations of July °982, the Ad Hoc Council revealed its 
thinking: “We mean by ‘‘tnancital reconstruction without tax increase’ that 
financtal reconstruction .iould be carried out immediately, above all throuet. 
thoroughgoitng cuts in cxpenditures and that basically no new steps in the tax 
system which may br.og about an increase in the overall tax burden ratio 
(against the national income) should be taken." 


To put it more simply, at the time the basic recommendations were formulated 
the tax burden ratio as a base for the national economic accounting was esti- 
mated to be about 25 percent. It was the thinking of the Ad Hoc Council that 
new measures in the tax system which might raise this ratio, that is, the in- 
troduction of new taxes or tax rate hikes should not be allowed. The tax bur- 
den ratio changes considerably depending on economic trends. As a matter of 
fact, during the past several years yearly rises of approximately 0.5-1 per- 
cent in the burden rate due to the natural increase in tax revenues have been 
observed. Moreover, it is not that the Ad Hoc Council never allows a change 
in the tax burden ratio. 


Still, as will be explained later, in the long-term planning, the Ad Hoc Coun- 
cil does not think of the 25 percent tax burden ratio as the fixed upper limit. 


Incidentally, at this point the recommendation that “basically” no new ste... 
should be taken in the tax system has at times become problematical. When the 
aspectal tax measures are reossecssed to secure fairness in the tax burden, the 
tax reporting system which provides for salarted employees to pay taxes on 90 
to 190 percent of taxable tncome, self-emploved on 50 to 60 vercent, farmers 
0) percent, and politictans on 10 percent is improved, and the tax collection 
system ia rearranged, there may be a rise in the tax burden ratio. In the 
recommendations the Ad Hoc Council] does not reject these special tax measures, 
rather it argues that they should be aggressively promoted. The term “basic- 
ally” should be understond int hat context. 


There were also divergent discussions on the meaning of “financial reconstruc- 
tion.” Financial reconstruction is meant to “basically improve the quality of 
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finance, anc to recover the mobility anc e.asticity of sNaNce. More speci 
ally, it means (1) that government wil! free itself substantive 
cy on special public loans, without measures for temporary manipulation; 
(2) that in sedium and long-range planning government will red 

ratio on public loans, including public construction loans; (3) that there ts 
to be an isprovement in finance to where {t can approp:iately respond to built- 
in factors in future expenditures such as the Increase in the public loan expen- 
ditures and ir expenditures related to social security in an aging society. 
However, ziven the recent situation of the nation’s finance, it may be said 

that the Ad Hoc Council had in mind financial reconstruction in the sense that 


»astcally government would free ite«!f from dependence on special public loans. 


sce its cepencenry 


Now, most controversial in connection with such a problem was the problem of 


reassessing the direct-indirect ratio in the tax system. Recent trends in tax 
revenues show that while the growth of income tax withholding had been sore 
than twice the growt* of tncome, there has been a notable decline in the growth 
of reported income tax and corporate tax. (See Table 1) 


Table 1. Change in the Growth Rate of National and Other Taxes 
(Unit: percent ) 
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Some argue: “Also from the viewpoint of securing tairness in the tax burden 
r of stabilizing tax revenues, such a situation should be corrected ; “Even 
i terms of the Ad Hoc ( neil’s thinking on ‘without tax increase," there 
should be a reduction {n income tax within the limit of a certain tax burden 
ratio and indirecr ¢*sxes should be increased.” On the other ‘and, others are 
in opp t.v9: “Ewen though they are coupled with an income tax reduction 
introduction of new indirect taxes still constitutes a tax increase!” “Even 
if the government at first linked tax reduction with :easures tor increased 
revenue, indirect taxes once introduced would be increased later, and would 


ulcimately result {9 a vast increase in the tax ‘Surcs ..” 


Against this opposition, from the standpoint which supports the first argu- 
ment, a rejoinder is offered: “Progressi: smcome tay is in a way the easiest 
‘natural tax increase.’ Progressive rats. are ro. .ective with indirect 
taxes. The Diet must pass laws to approve each increase. Therefore, tax in- 
creases cannot be easily accomplished. At the stage of completing the final 
recommendations a memorandum of opinion was finalized by the chairman of the 
first division. With the Sackgrounc given above, the memorandum stated: 
“Based on the basic policy called ‘financial reconstruction without tax in- 
crease,’ it is ne<essary in order to bring about fair, reasonable and stabic 
revenue structures (o examine the lowest taxable limit and tax rate structures 
in the income tax system, the direct tax-indirect tax ratio, and other matters 


and to try to improve then.” 


However, in the mass media and other forums, several! criticisms were raised 
with such headlines as “The Ad Hoc Council Approves the Large-Scale Introduc- 
tion of Indirect Taxes,” and “The Ad Hoc Council Opts for Tax Increase.” 
Needless to say, these criticisms are not valid even in view of the thinking 
of the Ad Hoc Council! on “without tax increase.” As I have said earlier, the 
Ad Hoc Council decided not to actively deal with the tax system in connection 
with the problems of revenue. The income reduction issue thus became a poli- 
tical and economic tssue, and the problem of securing fairness in taxation 
drew the people's attention, so that, nevertheless, dealing with the tax sys- 
tem in connection with “financial reconstruction without tax increase” became 


a seenelttive tesue, 
Feastbility of Financial Peconstruction Without Tax Increase 


The Ad Ho Counct!] has made use of “financial reconstruction without tax in- 
rease” as leverage for the promotion of administrative reforms. It has desig- 
nated financtal reconstruction itself as a responsibility of the government, 
xing into conelderation various factors concerning the nation at home and 
abroad. It ta not that the Ad Hoc Council has never investigated the feasi- 

bilicy of “financial reconstruction without tax increase.” 


The Ad Hoc Council] has established the following two principles as the goals 
for a medium-range economic and financial management in the future: 


"To keep the growth of the general accounting expenditures below the nominal! 

economic growth rate, and to try to establish a strict upper limit for growth 
Al 

rates. 
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The first principle represents general thinking on the overai! national 
account ing to a tivate re su tions in spencing mc uring aD rut ; inan al re- 


onstruction. In regard to the second principle, eves if the growth of 
general accounting expenditures is held below the nominal ecoromic growth 
rate, an increase in pension payments is unavoidable due to the aging of te 
20pulation and the maturing of the systems. Thus, a frameworks is establis*ed 
in the overall national economy to let the ratio of government expenditures 
over the genera! national product remain at the same level. 


Until very recently the growth of general accounting expenditures almost 

always surpassed the nominal economic growth rate (see Table 2), but it some- 
how began to fall below it beginning in 1982. When the growth in future pub- 
lic loan expenditures and in the local allocation tax, and the fact that the 
growth of general accounting ts bound to remain at a mch lower level than the 
nominal economic growth rate are taken into consideration, it will not be easy 
to hold the growth of the general accounting expenditures below the nominal 
economic growth rate. But, even if we can achieve this, when the current large 
diecrepancy between the revenues and the expenditures is expected, prospects 
for financial! reconstruction do not easily emerge. 


Table 2. ‘Nominal Economic Growth Rates and Genera! Accounting Expenditure 
Growth Rates (Unit: percent) 
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the fiscal year 1982 are from government estimation. 

2. Comptied from Economic Planning Agency, “Economic Forecast and 
the Basic Attitude Toward Economic Management,” and the Minis- 
try of Finance, “Financial Statistics.” 


Key! 

l. Year %. Initial estimation 

2. Nominal economic growth rate 7. Settlement 

Jk, Government cat imation 5. General expenditure growth rate 
&. Actual 9. Initial estimation 

5. General accounting expenditure lO. Settlement 


growth rate 
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However, {fo over the text several years we do our best to ere to the spirit 
of expenditure reduction as pointed out In the recommend. ms of the Ad Hoc 
Counct!, and it we sternly hold down expenditures except cto recognize appropri- 
ate growth in the expenditures which have been outside the bounds of the zero 
ceiling, such as pensions, personnel expenses, including education, energy, 
science and technoiogy, economic cooperation and defense, we have no reason 

to think that “financial reconst.uction without tax increase” is infeasible 
from the beginning, although it depends on the growth of tax revenues. 


As we have been reminded in the recommendations of t'« Ad Hoc Council, we 
should note the importance of maintaining appropriate economic growth and 
securing growth in tax revenues at a certain level. If the future tax reve- 
nue growth should remain at about 6 percent .s we have seen in the past year 
or two, prospects for financial reconstr:.tion are € ‘rly dim. 


However, I think that {t {s erroneous to make future medium and louz-range 
forecasts based onthe expertence of the past couple of years. The general 
public may have been burned with the *sx revenue deficits in 198! and 1982, 
and may be too overcautious about future prospects. It seems to me that the 
origin of administrative vr forms is to curtail government interference, to 
utilize the vitality ot the general public, and to activate the economy, and 
that there is no resson why we should become pessimistic about the future of 
our economy if there is a recovery of the world economy. 


It appears that there are too many excessively pessimistic views on tax reve- 
nues also. Many say especially that the elasticity value of the tax revenues 
against the economic growth rate has recently been below one. However, it is 
an extremely difficult task to compute the elasticity value of the tax reve- 
nues from the data before the revision of the tax system. If we assume that 
the increase in tax revenue caused by the revision of the tax system was as 
initially forecast and compute the elasticity value of the tax before the 
revision of the tax system by deducting the increase, it may lower the elas- 
ticity value of the tax artificlally, for instancr, for the fiscal year 198] 
in which the tax revenues were vastly below the initial forecast. Given the 
tax revenue structure of Japan in which the proportion of the direct taxes is 
over 79 percent, it seems to be impossible for the elasticity value of the tax 
to drop below one over a med{ium= and long-term period. 


At any rate, {t 1@ certain that the future of "financial reconstruction wi.. ut 
tax increase" 19 not an easy one. However, the Ad Hoc Council would be most 
be opposed to abandoning efforts for expenditure cuts and depending on a tax 
increase simply beccuse the cuts are difficult. Since it is not impossible to 
succeed in our efforts if we try, even though it may take tine, we shouid do 
our best “without tax increase" at this juncture. 


It 16 an issue to be decided by the government and ultimately it is the peo- 
ple's cholce with what procedures and methods financial reconstruction should 
be pursued, Since expenditure cuts result in lowering the level of government 
services, it 18 a problem beyond the scope of the Ad Hoc Cwncil what kind of 
choice should be made at the final stage. 
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(In the next part, I will describe the ideal levels and turdens of long-term 
government services, and the relationship between administrative reforms and 


economic policy.) 
[Jul 83, pp 96-101) 
[Text] 3. What Kind of Nation-Building Does the Ad Hoc Council Seek? 


Then what kind of nation-building does the Ad Hoc Council aim to achieve by 
promoting administrative reforms with “financial reconstruction without tax 
increase” as a leverage’? 


In a word, it is the building of a “welfare society with vitality” based on 
the spirit of self-reliance and self-help of individua!s, based on homes and 
regional socteties, based on solidarity and mutual help at the workpiaces, and 
based on the vitality of the private sector. 


The Building of a Welfare Society With Vitality 


According to the recommendations of the Ad Hoc Council, the welfare society 
with vicality at which Japan aims in the future means "a society based on 
self-reliance, seifphelp and the vitality of the private citizens, in which 
economic growth is appropriae to all individuals securing suitable places of 
work and at the same time the basic guarantees for employment and health and 


against fear of old age are secured.” 


In this definition adequate recognition is given to the importance of securing 
truly necessary welfare. The criticism that administrative reforms will "cut 
oft welfare” is, needless to say, not valid. However, the Ad Hoc Council has 
entertained a serious sense of crisis over Japanese Government's trend toward 
rapid growth since the early 1970's. Thus, the Ad Hoc Council has become 
apprehensive that if left alone Japan would also wind up with a “big govern- 
ment" like those in the European countries, the people's burden would be in- 
creased accordingly, and a soctety without vitality could result. 


Table 3 shows the change in the ratio of the total overall government expendi- 
tures over the GN? since 1970. The ratio of the total overall government ex- 
penditures over the GNP which was stabilized at about 20 percent until 1970 
thereafter turned suddenly and rapidly upward and reached 35 percent in 1981. 
The increase in the weight of social security transfers was especially remark- 
able. Also, in recent years there was a notable rise in public loan expendi- 
tures as the result of the cumulative increase in the loan balance. 

In the 1965-1970 period indexation of pensions and implementation of the social 
security system, Inciuding the free medical care for old people were set in 
motion and became major factors in increasing expenditures under the condition 
of the large-scale rise in prices and wages following the oil crisis. Together 
with the aging of the population and the maturing of the pension system they 
helped bring about the increase in social security transfers. 


The aging of the population and the maturing of the pen-ion system will be 
further accelerated in the future and a large-scale increase in social 
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security transfers cannot be avoided. According to a preliminary computation, 
under the current system, with increases in pension payments, the ratio of 
social security transfers over the GNP is expected to rise from over 10 per- 
cent in 1980 to about 20 percent in the early years of the 21st century. 
Bearing in mind the great controversy raised over the | percert ratio of de- 
fense expenditures over the GNP, one can understand how awe:ome it would be 
for social security transfers to rise by more than 10 percent of the GNP, 


In order to prevent "big government" and hold the people's burcon at an appro- 
priate level, it becomes an urgent task to reassess °‘e overall systems and 
polictes of the nation, including the social! securi.y system. If we were to 
leave uncouched those things which do not requfre government services and 
those things which are no longer so importa::, it would become difficult to 
offer truly needed government services s::) 1 as the + {fe income guarantees 
needed in the aging society. 


Table 3. Change in the Ratio of Total General Government Expenditures to the 
GNP (Unit: percent) 
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capital formation 


In its recommendations, the Ad Hoc Councit! also recognizes that the ratio <: 
the total overall government expendttures over the GNP will be bound to rise 
in the lony-erange planning. In that sense the Ad Hoc Council does not seek a 
womcalled “amall government." [tet {#8 issuiny a warning so that we will not 
follow the path of “bly government" of the European model, with high welfare 
and high burden, and so that ours will not become a society without vitality. 


Prospects for the Scale of Government in Future and the Future Ideal Burden 
The Ad Hoc Council! recognizes that in future the scale of government will be 


expanded to some extent, and on that basis it shows what the people's burden 
should be, 
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cise from the current levei (about 35 percent), with the promotion of thorough 
reforms of the system, it is necessary to hold it at a much lower levei than 
the current level (about 50 percent) of Luropean nations.... In this case, 
in order also to clarify the contrast between benefit and contribution it is 
rucial to give more importance to the socia! security burden rather than the 


tax burden.” 


tere are two focal points in these proposals. Ome is, in long-range planning 
the rate of the people's burden w.il be kept at a level much lower than 50 per- 
cent. The second is that the socitai security burden rather than the tax burden 
will be given more substantive importance. (See Table 4) 


Table 4%. World Comparison of Tax Burden kates and Social Security Burden Kates 
ct 


: Ratio to National Incom, percent) 
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Remarks: Figures for Japan based on “National Economy Computation Yearbook,” 
and foreign countries based on "National Accounts of OECD Countries 
(1962-1979)" 


1. Tax burden rate « UK (1979) 
2. Soctai security burden rate 7. FRO (1979) 

1, Total A. france (1979) 
+. Janan (1941) 9. Sweden (1979) 
»e United States (1978) 


Although it {is not directly related to the recommendations of the Ad Hoc Coun- 


cil, in order co protect this thinking into a concrete image, let me present a 


working nypothest«. 


Table 5 shows two different options, status quo and reform, in regard to the 
long-range prospects for the scale of government and the people's burden. It 
should be noted In this case too in order to highlight the contrast to the bur- 
den, the total overall govern:ent expenditures which represent the scale of 
government are indicated by their ratio over the national income, not over the 


CNP. 

















Table 5. Long-Range Prospects for Total Overall Covernment Expenditures and 
the Burden of the People (Unit: Ratio to the National Income, 
percent) ee 
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Remarks: 1, Actual fiscal year 1980 figu-cs were compiled from the "National 
Economy Computation Yearbou,” 
2. For the tdeas on the fiscal years 2000 and 2010 see the main text. 
Key: 
l. Actual records of the fiscal year 4&4. Total general government fixed 
1980 capital formation 

2. The fiscal year 2999 9, Social security transfers 

3. Status quo option 10, Others 

4, Reform option ll, Burden of the people 

5. Fiscal year 2010 12. Tax burden 

6. Total general government expendi- 13, Social security burden 

tures 14, Borrowing (fund shortage of the 
7. Final government consumption national and local governments) 


expenditures 


First, let us discuss the status quo option, 


As regards expenditure, items of expenditure other than social security trans- 


fers are assumed basically to maintain the 
As regards social security transfers, the 


approximately the current level. 


ratio over the national income at 


medical expenses are computed using the average growth rate over the past 5 
years, and expenditure on pensions is computed on the basis of the current 


system being extended, All this results 1 
government expenditures over the national 
percent in the 2000-2910 period. 


On the other hand, as regards the burden, 


n the ratio of the total overall 
income reaching as much as 50-60 


assuming that in the long range fi- 


nancial reconstruction in the true sense of the term has been accomplished, 


it 
than one half of the fixed capital 
the people ita roughly 
security burden, Out of this, as regards 
needed amount {s accumulated by gradually 


is presumed that borrowing by government 
formation, and then the total burden of 
computed, combining the tax burden and the social 


sectors in general will be less 


the social security burden, the 
raising the burden rate on the 


basis of the current government subsidy system, with the balance to be filled 


by taxes, The result 


is that the total burden of the people from fiscal 2000 


to fiscal 2010 considerably surpasses 59 percent, and, also, the rate of tax 


burden will rise above the current level by more than 10 percent. 
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Obviously, 











these fes@.u.ts afe mt mpaCinie with the tw. pritciples 4% set torth in the 
recommencationsa of Ct Ad Hoc Counchis that ts, the total nurde of the people 
le to tai, maiderably below 50 percent, and the sociai security Durder 
rather than the tax burden should be given more importance. 

Then, how much reform do we need in order to put things in the shape that the 
recommendations of the Ad Hoc Counci] anticipated. The reform cption goes 


, 
{nto this as toliows: 


First of al] in regard to expenditures, reforms in social security transfers, 
which play an overwhelming part in increasing the expenditures, are urgently 

needed. Therefore, if we assume that we can hold the future ratio of medical 
expenses among social security transfers over the national income at the same 
level, and also assume by fiscal 2000 we wili have pension reforms setting the 
beginning age for soctal security reciplents at 65 years and setting the upper 
limit of the payments at 69 percent of the average standard remuneration, the 
increase in the weight of soctal security transfer expenditures becomes cou- 

siderably moderate, Also if we assume that we can anticipate a certain degree 
f reduction in the wetght of other itema of expenditure through corresponding 
reforms, in fiscal 79190 the ratio of the total overall government expenditures 
over the nattonal tncome will possibly drop below 50 percent. 


As for corresponding burdens, 1f we compute basically in the same manner as in 
the status Guo option, the ratio of the total burden of the people over the 
national income will remain at about 45 percent, and thus we can maintain it 
within the bounds set by the proposals of the Ad Hoc Council. Also 4s to its 
substance, the future range of rise in the rates of the tax and social security 
is computed to be about the same. Compared to previous trends, it com 
9lies with the principle of giving more importance to social security burden. 
nleas we adopt the {dea that we pay all future increases in social security 
transter exoenditures with an increase in the social security burden and not 
idd more from the tax burden which is the general source of revenue, a certain 
rate of rise in the tax burden rate will be unavoidable. 

The preliminary computation that I have presented here is a rule of thumb, in 

i sense a working hynpothestisa to indicate long-range directions and prospects. 
"igures do not have spectal meaning, and the reform option Is not necessarily 
supported with specific reforms. It may be considered as a combination of 
macro-figures. But it will serve as a reference in terms of an overview of 

the future acale of government and the ideal burden of the people in connec- 
tlon with the recommendations of the Ad Hoc Council. 


4, Admintetrative keformsa and Economic Policy 


Needless to aay, the recent series of administrative reforms were not directly 
targeted to achieve an {deal economic management. But there is no denying that 
{t became an obtect of discussion from time to time, and had an effect on the 

substance of the recommendations, 


Within the Ad Hoc Council] it was noted that prospects for a prosperous economy 
and high tax revenue may have concealed the actual condition of financial 
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terilvuration. Also, 4% to ideal pi ming tor the economy, there wath Critiq- 
am that it could not free itself from considering a high growth model and 
i not adequately respond to the change tn the situation. Consequently, the 
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Furthermore, outside the Ad Hoc Counct] {t was feared that administrative re- 
form might bring about deflation due to expenditure cuts. Then, there was 


algo criticism that retrenchment in the budget alone would mace .ealization 
of the original goal, financial reconstruction, diff cult. 


Administrative Reforms and the Countercyclica: Policy 


Then, in connection with the promotion « scminis .ve reforms, how was the 


problem of deflation caused by administrative reform considered? 


In the period from 1975 to 1940, the Japanese economy somehow managed to 
achieve a 5 percent growt!h. In th VcCackground was the fact that in fiscal 
1977 and 1978 the wgoverncenr had massively increased expenditures mainly for 
public works and, 45 everyone remembers, the growth was related to a resur- 
gence of consumer cerands beginning in the later half of fiscal 1974, 


Judging from that experience, it would have been outrageous to have tightened 
government expenditures in fiscal 1942 and 1943 when we could not expect much 
from exports and also when consumer demands were not so high. Espectally 
since in fiscal year 1943 the contribution of government expenditures to eco- 
nomic growth is expected to be somewhat negative, there naturally would be 
deflation caused by the administrative reforn. 


Also there are some strong views which hold that as the savings rate of Japan- 
ese households is high, the government will increase its borrowing against the 
savings-investment balance, as economic theory teaches, and that the floating 
f public loans should not be necessarily considered evil. 


Did the Ad Hoc Counc!] clamor wildly and quizotically for expenditure cuts 
without knowing any economic theory? 


he Ad Hoc Counct) was fully aware of the fact that if expenditure cuts wer 
pushed to an extreme, there would be an immediate deflationary effect. But 
it thought that tn view of current difficultles, reassessment of the excessive 
government tnterference and finding ways to utilize the vitality of the pri- 
vate sector would be a basis for long-term development of the Japanese econ- 
MY o Also as to the perception of the actual economic situation, there would 
ye divergent views: whether or not the situation actually deteriorated enough 
to require a countercyclical policy, and whether an effective countercyclical 
olicy could be formulated. Witiin the Ad Hoc Council] someone even sald sare 
mstically: "Nothing could be more splendid than for expenditure cuts to be 
arried out 80 thoroughly and the practical effects of administrative retorms 
to be so great as to cause a fear that they would bring about deflation.” 


Lf, 





Putt! g 40 ide t the meoeral view ua 6G Tuer tate 7 arrmt rat 
iMcators, « truly convincetog explanation on actual conditions in which the 
economy would requl re a countercycliical policy ni ght not have been heard even 


from those who teared administrative reform would cause deflation. 


It was even along the Ad Hoc Council's line of thinking that {f there were an 
actual economic condition which required i iarge- sle countercyclical polic Yeo 
the government should naturally implement a responsible countercyclical policy, 


for the counct1] held that the responsibility for economic manazement iies with 
the government and is beyond the scope of the Ad Hoc Council. 


un the problem of the savings-investment balance, too, the Ad Hoc Council 
entertains a different view. 


Even if the increased issuance of public loans is possible in terms of macro- 
economica, the inflexibility of finance due to the accumulating increase in 
the national debt balance and to the increase of national debt expenditures is 
another problem. Moreover, the Ad Hoc Counct! thinks that to encourage unre- 
stricted private sector actively by relaxing government regulations and reduce 
the excess in private sector savings instead of letting government grow by ab- 
sorbing the excess private savings will lead to long-term viability of the 
Japanese economy. 


At any rate, as regards the debate over deflation caused by administrative re- 
form and the countercyclical policy, there were different arguments depending 
on the perception of the actual economic situation and on whether one took a 
short-range or long-term viewpoint, with the result that there was, of course, 
no mutual agreement. 


The Ad Hoc Counc! has nsistently taken the position that the responsibility 
for economic management ‘lea with the government, and has not denied that a 

uuntercyclical policy might be necessary. but at least the short-range 
lefiationary effects of admintetrative reform have never been serious enough 
to obstruct long-term development of the Japanese economy. 


» onomtic Planning and ideal Overall Coordination 


Different from the problem of the short-range countercyclical policy, ideal 
economic olanning flaured directly in discussions on administrative reforms 
ae it wae related to the problem of atrengthening overall coordination. There 
were criticlams rateed that whether or not the goals of the high economic 
growth {n the 7-year economic and social plan made revenue estimates of the 
medium-range {inanctal prospects tImpractical; whether or not appropriating 

is much as 240 trillion yen for public tnveastment was as valid as during the 
high growth perfod., Consequently, discussions touching upon the fundamentals 
f an tdeal economtc planning were repeated, 


rome of the crfttcetem was based on misunderstanding, but the discussions were 


sseful in that they would strengthen planning coordination and were conducive 
to constderation of the Ideal way to go about economic planning. 
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The t‘udgment that in bdea future econonm) yianhing We should forsane the 
(racgitionai ides af WMeraii jetrilinution of returns and shouic vetter ypordine 
fe certatl ovlicies from a mg-ranzge anc oaprehbensive viewpoint is especial- 
iy valid and ie one to #) planning divistons should give ear. And for this, 
ie ie not enough only to present macro-economic balances and jeal policies. 

it 1» wa) to give Important consideration to institutlonal reforms, to 

point out longeterm problems anticipated in the variou. policy fields, and at 


the same time to clearly point the direction which in. titutiona!l reforms should 
take {n order tu solve them during the plan period. 

Taking thie viewpoine, in the deliberations of the Ad Hoc Council the problem 
of atrengthening overall planning and the tdea of establishing a comprehensive 
planning agency were debated until the lay easion,. 


Comprehensive planning refers to overs.) coordination of substantive policies, 
and moreover to coordinatiaog thelr implementation through planning and from a 





long-range and comprenenaive potnt «f view, The idea of a comprehensive plan- 
ning agency t[@ based on t thinviug cat the fronomic Planning Agency, which 
ance appeared tn thew a, mi deltberations during formulation of the basic 
recommendations, and ' ational Land Agency should be merged into a Cor r-- 


nhenaive Planning Az le 


The Ad Hor Counct|l const red setrengtiwuioy overall coordination to be an impor- 
tant plllar in the recent sertlen of adminiatrative reforms. 


Mecordiog ¢o the recommendations of the Ad Hoc Councli those functions for 


si 
which overai | nardination ia Important are; 1) budget; 2) planning; and 
}) personne! and organization. At present budzeting is the only such funce 
tion which ie conapleususly coordinated, while coordination of the other two 


ime et i me O° sid an. 2b! renge nened, 


nrder tu nordinate yversonnel and Organization, establishment of a COonmpre= 
Venalve mAnayvemenit ayveticy ¢ rough meryiny tiv jferesonne ! bureau in the Prime 
Minieter’s Office and the Adminiatrative Management Ayvency was recommended, 
Thus, the remaining taes wae the problem of strengthening planning coordina- 


According to those who promoted the idea tor a comprehensive planning age ‘. 

economic slanning and overal! development of the nation are most fundamenta, 
rf the govyerament and the two are inseparable. Moreover, integration of 

policles, reassenement and comprehensive management must be attempted. ror 


is purpose the ides wan ¢o atrengthen the coordination function by estabe 
teahing 4 Compre venalve Planning Avency, merzing the Economic Planning Agency 


md the Sational Land Agency which control these two types of planning. 


Herdese tl, wit thinkilog presented several probviems. 

(l) Kconemi planning aed thw ovianning for the overall development of the 
ation are vaetiy different in terms of role, content and time, and simply 
erzing ° Tyertt a: noe ‘d@ 





feaperclve Mott oe ‘ inteyrat ive struct is spr etvu ive OG st i j 

agencies for economi« planning and national iand as a whole, inc.uding short, 

mecium and lonyv-range pianniny. 

(3) Mergern to carry out perfect overall orGination of ibstantive poli- 
les will not be adequate unless, in addition to the Economic Planning Agency 

anc the National Land Agency, we serge all offices and ayenc lie invoived ij 
vwerall wwdination of substantive po.tcies and, moreover, the merged agency 
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is given the right to formulate the basic elements in budget compilation. 
vacn afr wrganization would vecome too cumbersome to maintain its integrative 
function and expertise would be iost in each policy field. 


These were the main problems mentioned in opposition to the idea of a compree- 
nensive olanning agency. iiscussion until the last period in which final 
recommendations were made resulted in the recommendation to gutrantee strength- 
ening of overall planning by establishing in the Prime Minister's Office a 


"comprehensive planning counci!” composed of a small number of civilian experts. 
Againat tits mluaton, criticilams are raised that “a comprehensive planning 
ounce | gould only add another organization on top of others,” or “the idea of 

1 compre lenalve planning avency was reduced to a mere council, due to resis- 


tance from concernec mintatries and agencies.” 


However, a6 te clear from the processes in the discussion, the Ad Hoc Council 
weriously investigated an (deal way for overall coordination of substantive 

policies, and ite thinging cnangec from considerable idealism at the beginning 
ai thinking based on the actual situation. It is not true that the 


idea das dongracecd, 


begin with, it Ia ertain that various devices are necessary tor the manage- 
ment of the mprehensive planning council]. But if properiy managed, much can 
ne exoected in improvement in the orlentation of basic policies from a longe- 
range an mprehennive viewpoint, in securing coordination of various governe- 
ment olans, and In relating long-term plans to shorteterm economic and finan- 
lal managerwnt. 
am ¢ r ‘gard, it was notable that the Ad Hoc Council discussed even the 
l\deali wa f ecosomtic smainayement and the uhbaetance of econonmi« planning which 
are ly remot , related to administrative reforms, Although they are related 
to the atrengt! ny of the comprehensive coordination function, 
sniie i” bout because the Ad Hoc Council has recognized that the current 
yera!l riination function of the Economic Planning Agency is not always 
Wlequate a ce to he {toproved, even though some of the criticisms are based 
alaunderstanding. 
Ae fregarfas wether of thinking on and method of economic analysis, economic 
recaat, mtercycliteal polley or economic pianning has become stereotyped, 
whether ofr not new challenges are adequately made in response to change, the 


ctivation of the Economic Planning Agency itsel! is also being sought as a 
ministrative reforms. 


- 
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relate %*o the character oft the Ad Hoc Council. 


The Ad Ho yuncil, as detined In the law creating it, is an advisory coun- 
cil established in the Prime Minister's Office in order to “fully examine the 
sctual conditions of administration and to investigate ind de:‘>-rate on 
basic matters related to improvement of the adminis ~:itive system and admin- 


istrative management.” In that sense, no matter ho prestigious « council it 
may be, there is no great qualitative difference between it and other major 


councils. 


it was due to the charismatic personailiy of Chairmusa Doko and to the politi- 
cal climate created by the prime minister that he could promise to set adnin- 
istrative reforms as the foremost political task and then implement the recon- 
mendations of the Ad Hoc Council. ..° bottom was a strong current of the 
majority of the people demanding the resolute execution of administrative 


reforms. 


It was also a fact tat with such expectations from public opinion, the Ad Hoc 
Council too was inspired to forge administrative reform proposals to consoli- 
date the base for natior-building as targeted inthe 2!st century. 


However, the Ad Hor Counc!) {s neither a supreme national administrative coun- 
cil to decide the basic policies of national administration, nor is it an or- 
ganization held responsible for economic and financial nanagement. 


The Ad Hoc Counc!1] was aszed to examine measures for improving the administra- 
tive system and administrative management strictly from the standpoint of 
administrative reforn. In that sense, the Ad Hoc Council! cannot be an almighty 


irganization. 


Among the criticiems of the Ad Hoc Council's recommendations is the criticism 
that “the Ad Hoc Counc!1] acknowledged the difficulty of overcoming dependency 
n deficit-covering »vonds for fiscal 1944, but on that basis it has not 


learly tndtcated soeciiic measures for financial reconstruction thereafter.” 


But could it be sosalble for the Ad Hoc Counct! to propose specific measures 
for financtal reconstruction which is closely connected to developments in eco- 
ym f ind financial management in Japan, since Japan is largely influenced by 


the situation in the wor!d economy? 


*s Ad Council has clearly ootinted out that it is the responsibility of the 
aovernment, and it has demanded as basic policies the two points: that the 
mount of apectal public loan ijasue should be steadily reduced every year in 
the future, and that the government should promptly announce medium and lone- 


range economi! forecasts and economic sanagement policies and specific steps 
im! measures for firanctal reconstruction based on economic manazement 


policies. 
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PuUDis yonc issues were « mSSitiedc into tnree ILE ZOTICMSs, z © preiininary 

mputations of expenditure and tax revenue [torecast we'e mac } ™ iteo 
gZ0rye Also, the difference between expenditure and revenue wa reseti.ed only 
ss)6COaAM ‘i= sitet Se actu ited, ind the thins nz om ‘ow ?t leai wit it wasn not 
.arifiec. judging trom recommendations of the Ad # yume il on specifi 
yrocecures and measures for financial re struction, this preliminary conmou- 
tation is not adequate. But who other than the government could clarify as 
to with what «ind of tdea and wit! what procedures financial reconstruction 
shoulc be promoted, iven the conditions ot home and abroad’ 


im another ma‘tor criticitem the opinion is’ «¢ apressec that the Ad Hoc Coun il’s 


ideal met had {f taking important administrative measures and 
subsidies and other matters resulting from such measures 
speciticity and also are not penetrating enough. 


Although {it is important that In the recent series of administrative reforns 


the Ac H Counct! even stepped into polit problems, can the Ad Hoc Council 
go $0 far as to decide the priority of specific policies? It is beyond the 
iud gment ‘ t*e Ad Ho vuuncil to decide whether agriculture or security is 
more important, and which social security policies are important and which are 


mot. what the Ad Hoc Council can do is to examine each policy field from the 


Viewp t of reassessing the scope of administrative responsibility and from 
the viewpoint of efticilency of administrative management, to point out Its 
probiem points, and at the same time to indicate the major directions for 

te t cs . 


The specifi lectsion on the priority which should be given to administering 
specific proposals for individual reform measures should be the responsibility 
of the government and the Diet. 


In the foregotna 1 have discussed the major criticisms as they relate to the 


character of the Ad Hoc Council]. It is certain that with the erthusiasma for 
administrative reforms during these past 2 years the general public's expec- 
tations ‘rom the Ad Hoc Counct] have been too high. It cannot be denied that 


liesatiasfactton and critictem of the recommendations have emerged as a reac- 
tion. Aliso, since the recent series of administrative reforms have dealt 
dith tasks {n 9 very broad range of tields, including policy problems, it may 
© true tat the Ad Hoc Counc!!] has not been penetrating enough. 


wever, ‘feve that the Ad Hoc council has done its best under the given 
nd it has been successful in that it has firmly launched the 

woof adeintatrative reforme. It will be the future task of the government 
ind the Diet not oniy to Implement specific items in the recommendations of 
the Ad Hoc Counct] but also to attempt to further specify reform proposals in 
that spirit. Ic is difficult to implement reforms unless those who are in 
charae of systems and policies are motivated. 


to now, the Ad Hoc Counc!i! has been the main actor. Now it is the turn 
f the zovernment and the Diet to appear on stage. 
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ECONOMIC 


NATION GIVES UP LARGE-SCALE INDIRECT TAXES 
OWO71047 Toxyo KYODO in English 0927 CMT 7 sep 83 


[Text) Tokyo, 7 Sep (KYORO)--The government is inclined to abandon introducing 
large-scale indirect taxes in fiscal 1984 starting next March, putting off the 
implementation of the tax revenue-rai ‘ng measure until some later date after 
fiscal 1965, officials said wWecnesday. 


Shelving large-scale indirect taxes for the time being means further postponement 
of the reconstruction of deficit-ridden national finances--a primary task of the 
government. 


The government move retlects the fact that Prime Minister Yasuhiro Nakasone is 
very reluctant to introduce such taxes amid the volatile political situation, 
with a general election expected in the months ahead. 


Leaders of the ruling Liberal-Democratic Party (LDP) also feel the party cannot 
win the expected general eiection by raising a banner of a large-size tax 
increase. 


The Lower House clection is expected as early as November after a court ruling 
scheduled for October 12 on former Prime Minister Kakuei Tanaka, a politician 
wielding enormous influence among LDP members and a defendent in the Lockheed 
payoff scandal in which he was alleged to have been bribed with yen 500 million 
(dollar 2 million). 


The LDP had suffered « »itter setback in the general elections in the autwu.. of 
1979, when the then Minister Masayoshi Ohira called for the neceusity of 


introducing large-# lfect taxes, 


Japanese people and industrics are against large-scale tax increase. But the 
Finance Ministry, .aced with increasing difficulties redressing national 
finances, is still hoping for an early introduction of large-scale indirect 
taxes to raise revenues substantially after fiscal 1985, according to ministry 
souTces. 


At present, however, there is no specific plan as to when and whether such taxes 
will be put into effect since their realization needs strong leadership on the 
pert of the prige minister and changes in the consciousness of the people about 
a tax increase. 
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